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ABSTRACT 
Insurance is an important method of risk treatment and basis of a 
country's risk management system. It is an economic function in which 
certain risk of economic loss is transferred to the insurer which would 
otherwise be borne by the insured through the mechanism of paying the 
charges called premium. The role of insurance in protecting the 
economic interest of a family in the case of untimely death of the 
breadwinner is worth mentioning. Apart from this, insurance helps 
individuals in saving for their various future requirements especially for 
the old age. In the same way it also encourages entrepreneurs to assume 
risk of high investment and protects their business from different 
measurable uncertainties. Every economic loss to the business or to the 
property of individuals as well as groups have potential to disturb the 
process of economic activities at broader level at varying degree. 
Therefore for any economy, the insurance sector acts as shock absorber 
because it corrects most of the disturbances caused by different insured 
losses. Further, the insurance companies provide huge fund to the 
economy which helps immensely in their development process. In the 
global economy, insurance has occupied an important position because it 
plays a significant role in saving and capital formation and it protects 
individuals and businesses against the losses to which they are exposed. 
Insurance has, therefore, become one of the important segments of 
service sector and it occupies a predominant position in the developed 
economies but in the developing world it is yet to make as much of 
development. 
THESIS 
In India, insurance business was started in the early 19* century. It was 
operating in the private hands until it was nationalized in post 
independence period as a result of tfie ongoing nationalization in the 
country. The Indian insurance sector, in post nationalization period 
under government control, did very well and India earned the distinction 
of being the country with the highest number of life insurance policies in 
force. Insurance companies also provided a large amount of fund which 
in turn helped the country in its economic development. Beyond its 
normal business, the Life Insurance Corporation (LIC) of India extended 
subsidized insurance cover to the vulnerable classes of the country. 
Indian insurance sector, no doubt, made commendable progress in the 
nationalized era, but it was far behind that of the developed and even 
many developing economies. The scope of the growth and development 
of the sector was very high as the market was inefficiently tapped. 
Unavailability of suitable, attractive and tailor made plans, non-existence 
of unit linked plans, low percentage of insurable population covered, 
thin insurance density and low insurance penetration, under developed 
medical insurance and negligible pension plans made the arguments in 
favor of privatization of insurance sector more valid. Again when the 
other sectors of an economy are open because of wide-ranging 
inefficiencies, the insurance sector can not survive in isolation. The 
growth of the insurance sector in those countries which have liberalized 
their insurance sector is very motivating. These two factors viz. the 
scope of the growth of the insurance sector and the ongoing global trend 
of privatization resulted into the privatization of the Indian insurance 
sector. The process to initiate reform in the Indian insurance sector was 
started in 1993. After many ups and downs, the Insurance Regulatory 
and Development Authority (IRDA) Act was legislated in 1999 to 
privatize the Indian insurance sector. The reform in tiie insurance sector 
allowed the private players of both domestic and foreign origin to enter 
into the market. The reform also opened the door for 26 per cent FDI in 
insurance sector. 
Though the relationship between the change of ownership from public to 
private and efficiency is yet to be established undisputedly, the 
inefficiency of the PSEs always bring the form of ownership under 
scrutiny and as a consequence, privatization comes to be accepted as a 
key and popular means of economic reform. Now, the question arises as 
to whether the change in the ownership from public to private, helps in 
improving the efficiency of the enterprise. This particular important 
question does not arise in the case of Indian Insurance Sector as tiiere is 
no change in the ownership of the existing Public Sector Insurance 
Companies. But the question arises that what are the important issues 
and challenges of the privatization of insurance sector and how the sector 
is performing in the post privatization period. 
The entry of private enterprises in this sector has changed the macro 
economic environment of financial sector in general and the insurance 
sector in particular. This study helps us tmderstand the concept of 
privatization, various methods of privatization and rationale of 
privatization. It also outlines the historical backgroimd of insurance, the 
position of Indian insurance sector at the time of privatization and makes 
an assessment of insurance regulation in India. More importantly, it 
identifies and analyzes major issues and challenges of the privatization 
of insurance sector. The study also makes an analysis of the impact of 
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the privatization of insurance sector on the growth of the insurance 
sector and impact of privatization of insurance sector on saving in 
insurance as percentage of total saving of household sector in financial 
assets. 
The study assumes three obvious research questions; viz. (i) whether 
there is significant association between privatization of insurance sector 
and growth of life insurance sector or not, (ii) whether there is significant 
association between privatization of insurance sector and the growth of 
general insurance sector, and (iii) privatization of insurance sector may 
be a strong reason for increase in the proportion of the life insurance 
fund in the savings of the household sector in financial assets. 
The study is primarily concerned with the changes manifest in the Indian 
insurance sector in post privatization period. In determining the various 
issues and challenges, the study as a whole, is an exploration and 
analysis of previous researches and writing on privatization of Indian 
insurance sector. Dealing with the privatization of insurance sector, the 
study, in order to bring clarity, divides all issues and challenges into 
three groups namely; financial issues and challenges, commercial issues 
and challenges and operational issues and challenges. 
To check the association between privatization and tiie growth of 
insurance sector, the study makes efforts to measure the changes in post-
(insurance) privatization period by carrying out a comparative study of 
pre- and post-privatization period. To measure the significant differences 
in pre-and post-privatization period, we deploy t-test to the mean of 
different selected variables. To analyse the growth of life insurance sector 
in post privatization period, the study selects four variables i.e., (i) 
number of new policies, (ii) total premium collection, (iii) life insurance 
penetration, and (iv) life insurance density. In the same way to analyse 
the growth of general insurance sector in post privatization period, the 
study selects four variables, i.e., (i) gross direct premium collection, (ii) 
net premium collection, (iii) general insurance penetration, and (iv) 
general insurance density. Insurance penetration means insurance 
premium as percentage of GDP and Insurance density means insurance 
premium per capita (total premium/total population). In order to test 
the third hypothesis, the study compares the proportion of saving in life 
insurance fund in the household saving in financial assets in pre- and 
post privatization period. For all these analysis the study makes use of 
secondary data. For the comparative study of pre- and post privatization 
period, the study has covered a period of 10 years from 1995-96 to 2004-
05. It takes first 5 years of pre-privatization period and second 5 years of 
post-privatization period. 
Due to lack of availability of data pertaining to the degree of insurance 
awareness among the masses and unavailability of data on aggregate 
rural and social coverage in the country to analyse that whether the rural 
and social sector is doing well in the post-privatization period or not, 
have been two major weaknesses of the study. 
Keeping in view the hypothesis and the objectives of the present study 
this study has been divided into five chapters. The first chapter covers 
the review of literature on privatization in general and privatization of 
insurance sector in India, identifies the research gap and highlights the 
needs and objective of the study. The chapter also incorporates the 
research hypothesis and methodology. The Second chapter attempts to 
trace the origin of insurance and the major form of insurance. Then it 
discusses insurance in fridia including origin of insurance business, 
nationalization of the industry and formation of the giant corporations of 
insurance sector like LIC and GIC. It also outlines the state of the Indian 
insurance industry at the time of privatization of the sector. The third 
chapter deals broadly with the concept of privatization in general, 
privatization in India and privatization of insurance sector in India. The 
chapter also focuses the reform process of Indian insurance sector. This 
chapter also highlights the regulatory framework of insurance in India 
including enactment of IRDA, objectives of IRDA, its major regulations 
and the private players in the Indian insurance market and their 
respective market share. The fourth chapter dilates upon the major issues 
and challenges of the privatization of Indian insurance sector. The 
chapter divides all the issues and challenges in three broad categories, 
viz., financial issues and challenges, commercial issues and challenges 
and operational issues and challenges. The chapter also analyzes the 
impact of privatization of insurance sector on the performance of the 
insurance industry. In this regard, the study reveals the impact of 
insurance reform on the growth of insurance sector and growth of the 
share of saving in insurance in total saving of household in financial 
assets. The fifth and final chapter of the study is basically the summary of 
the findings and suggestions. These finding have been concluded in the 
light of the objectives of the study and have been presented in brief. 
Some tentative suggestions have also been made in the light of the 
findings, which may prove helpful for the policymakers. The chapter also 
identifies some areas for further investigations i.e., analysis of the 
operational efficiency of public sector insurance companies in post 
liberalization, analysis of the causes of under performance of general 
insurance sector as compared to that of life insurance sector, scrutiny of 
the success of IRDA in regulating and promoting the sector and the 
relationship between GDP, per-capita income and the development of 
insurance sector. 
The study comes across ten major financial issues and challenges oi 
privatization. They are: (i) growth of insurance sector, (ii) share of life 
insurance in financial saving of household sector, (iii) low insurance 
penetration and low insurance density, (iv) insurance as saving asset and 
other financial instruments, (v) cost minimization, (vi) capital adequacy, 
(vii) low level of FDI, (viii) pricing of insurance products, (ix) 
channelization of fund for infrastructure development and (x) integration 
and externalities. 
The study recognized twelve major commercial issues and challenges. 
They are: (i) insurance awareness, (ii) people confidence, (iii) availability 
of capable human resource, (iv) attracting and retaining agents, (v) 
training of the sales force, (vi) marketing of risk-cover products, (vii) 
distribution cost, (viii) alternative distribution channels, (ix) consumer 
expectation, (x) portfolio management of the insurance companies, (xi) 
product differentiation and (xii) de-tariffing. 
In the same way the study finds sixteen important operational issues 
and challenges of privatization of insurance sector. They are: (i) 
consumer protection, (ii) rural coverage, (iii) social coverage, (iv) 
regulatory experience, (v) changing environment, (vi) integration with 
other financial services, (vii) cut throat competition, (viii) overestimation 
and excess capital, (ix) employment and insurance sector, (x) guaranteed 
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return in falling interest rate, (xi) size of public sector insurance 
companies (xii) use of technology, (xiii) health insurance, (xiv) challenges 
of bancassurance, (xv) strict investment regulation, and (xvi) pension 
plan 
It has already been mentioned that for the test of hypothesis we deploy t-
test to the mean of selected variables at 95 per cent confidence level. The 
testing of first hypothesis reveals that there is significant association 
between privatization of ir\surance sector and the growth of life 
insurance sector. The result of the test shows that there is significant 
increase in all the four selected variables, i.e. Number of Policies (new) 
(t= 12.049, df= 4, p=.000). Total Premium Collection (t= 6.602, df= 4, p= 
.003), Life Insurance Penetration (t=5.869, df=4, p=.004) and Life 
Insurance Density (t=7.791, df= 4, p=.001) in post-privatization period. 
The increase in these four variables proves that the privatization has 
unfolded positive impact on the India's life insurance sector. 
The verification of the second hypothesis finds that there is significant 
association behveen privatization of insurance sector and the growth of 
general insurance sector. The result obtained from the test indicates that 
there is significant growth in three out of four selected variables, i.e. 
Gross Direct Premium Collection (t= 8.158, df= 4, p= .001), Net Premium 
Collection (t= 27.570, df= 4, p=.000) and General Insurance Density 
(t=5.561, df= 4, p=.005) in the post-privatization period. Therefore, it may 
be ii\ferred that there is significant growth in the India's general 
insurance sector in post privatization period. 
The examination of the third hypothesis shows that privatization of 
insurance sector may be a strong reason for increase in the proportion of 
saving in life insuTcince in the total savings of the household sector in 
financial assets. The study finds that there is significant increase in post 
privatization period (t=4.480, df=4, p= .011,). 
Therefore, it may be concluded that the privatization of insurance sector 
has played instrumental role in the growtii of India's insurance sector. 
Inter alia, establishment of IRDA as watchdog, the elimination of 
monopoly, entry of foreign players, (allowing 26 per cent FDl in 
insurance sector), increased awareness, aggressive marketing along with 
the availability of tailor made products are some of the major off-shoot of 
privatization, which in turn are the major factors respor\sible for the 
growth of the selected variables taken in the present study. 
The study suggest, about proper market segmentation, capable human 
resource development and competitive pricing. It also suggests that the 
IRDA must distinguish its promotional and regulatory functions and 
establish an independent research and development division. There is a 
need of more liberal investment regulation, increased level of FDI and 
focus on claim settlement but there is no need of disinvesting public 
sector insurance companies. The IRDA must check insurance frauds, if 
any, and work for the overall insurance awareness. It calls for the merger 
of four subsidiaries of GIC and suggest for the reconsideration of the 
definition of social sector. 
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Introduction 
Risk as insurable uncertainty pervades the life of people all over the 
world. Insurance stcirted and developed with the trade and industries in 
the West, from where the business of insurance was disseminated 
world over. Now the insurance business has grown to the extent that it 
has become one of the important segments of service sector. This 
socially responsible service sector occupies an important position 
particularly in the developed economies but in the less developed 
countries, its existence is still insufficient. Non-life insurance came into 
existence before the life insurance. Marine insurance was first to be 
started among all kinds of modem insurance that is existing today. 
Marine insurance was started in 14'*' century AD followed by life 
insurance in 16* century AD and fire insurance in the 17* century AD.^  
However, in India the life insurance came into existence before the 
general insurance started its operation in the country. This happened 
primarily because of negligible industrialization and due to the lack of 
development of trade and commerce in the coimtry. 
The journey of Indian insurance began with the dawn of 19* century. 
After operating in the private hands for a long time and witnessing 
many cyclical and non-cyclical ups and downs insurance sector was 
nationalized in post independence period. In this era, the waves of 
nationalization got stronger worldwide and so in India, Indian 
insurance sector was not an exception and could not manage to save 
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itself from the ongoing blow of nationalization and finally it was 
nationalized. The life insurance sector was nationalized in 1956. 
Nationalization of life insurance sector was followed by the 
nationalization of general insurance business in 1973. During the period 
the philosophy of nationalization was well received in India, sector after 
sector were being nationalized. For nationalization, there were reasons 
beyond efficiency and performance of the sector and the process of 
nationalization did not take place because of the fact that the insurance 
sector was not working efficiently in the private hands. 
The Indian insurance under public sector did a commendable job. 
Public Sector Insurance Companies (PSlCs) performed to the extent that 
India became the country with the highest number of life insurance 
policies in force. Further, the insurance companies provided a large 
amount of fund to the economy. The total investable fund of the Life 
Insurance Corporation (LlC), a monolith, was almost 8 per cent of the 
Gross Domestic Product (GDP).2 These funds helped immensely in the 
development process of the country. The sector proved itself both 
socially and economically vital. However, in the mean time a large 
number of Public Sector Enterprises (PSEs) not only in India or only in 
developing countries but all over the world started showing themselves 
inefficient, economically unviable and unproductive asset, which in 
turn not only created heavy stress ultimately on public shoulder but 
also made negligible contribution in the process of economic 
development. The continuous loss making PSEs left the economies with 
no other option but to think about the change of the ownership of these 
enterprises. This phenomenon led the world to the economic reform in 
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1980s and 1990s. As the inefficiency of the PSEs brought the form of 
ownership under scrutiny and raised some serious question in this 
regard, privatization became the most important and popular means of 
economic reform. The United Kingdom (UK) became the first country to 
initiate the privatization and the major part of the world followed the 
suit. On the political front privatization got striking ideological support 
form UK and United States of America (USA). Later the collapse of the 
former Union of Soviet Socialist Republics (USSR) in early 1990s also 
became a major factor in this regard. These factors contributed in the 
way that some of the major questions in the change of ownership 
remained un-discussed and unexamined before the process of change 
started. In 1980s about 6800 PSEs were privatized all over the world.^ 
Since the process of privatization was started, it never stopped and the 
wave of privatization spread all over the world. 
Most of the developing countries started privatization very late and so 
does India. Though, there is advancement in the privatization process of 
the country some irregularities at policy level still exists. Privatization 
as a process that aims at reducing the involvement of the state or the 
public sector in the nations' economic activities by shifting the divide 
between public sector and private sector in favor of the latter has made 
considerable progress since the introduction of the New Economic 
Policy (NEP) in 1991.4 
The process to initiate reform in the Indian insurance sector was started 
in 1993 with the formation of the Committee on the Reform of Insurance 
Sector. The committee submitted its report to the Government of India 
in January 1994, but consequent Governments during this period took 
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no decisive step for the implementation of the recommendations 
specified by the committee, until the Insurance Regulatory and 
Development Authority (IRDA) Act came in 1999. The reform in the 
insurance sector allowed the private players of both domestic and 
foreign origin to enter into the market. However, the foreign irisurers 
are allowed only in the collaboration with the domestic firms. The 
reform also opened the door for 26 per cent Foreign Direct Investment 
(FDI) in the sector. Though the Indian insurance sector made 
commendable progress in the nationalized era the scope of the growth 
and development was very high and the market was inefficiently 
tapped. Unavailability of suitable, attractive and tailor made plans, non-
existent unit linked plans, low percentage of insurable population 
covered, thin insurance density and low insurance penetration, under 
developed medical insurance and negligible pension plans made the 
arguments in favour of privatization of insurance sector more valid. 
Beyond these factors, in the economic environment of a nation, system 
approach (of management) is as valid as in the life of an organization. 
The system approach of management says that the activity of any 
segment of an organization affects, in varying degrees, the activity of 
every other segment.^ The economic system of a country as a whole is 
interrelated and when all other sectors of an economy are opened 
insurance can not exist in isolation. 
In the global economy, insurance has occupied an important position 
because of tlte significant role it plays in the saving and capital 
formation. Though it is yet to be established whether the change in 
ownership helps improve the efficiency of the enterprise or not but 
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there is no change in the ownership of the existing PSICs of India. But 
the entry of private enterprises in the sector has changed the macro 
economic environment of financial sector in general and the insurance 
sector in particular. The present study thus tries to point out and 
analyze in depth all the major issues and challenges which arises from 
the privatization of Indian insurance sector. The study also makes an 
analysis of the impact of the privatization of insurance sector on the 
growth of the insurance sector and its impact on saving in insurance as 
percentage of total saving of household sector in financial assets. 
1.1 Review of literature 
In the following section, review of the available literature on different 
aspect of privatization in general and privatization of insurance in 
particular has been made. To bring clarity the whole review of literature 
has been divided into two parts; (i) Review of available literature on 
privatization, (ii) Review of literature on insurance and its privatization 
in India. 
1.1.1 Review of Available Literature on privatization 
Ghosh (1991) assumes a more active and effective role of the state in 
privatization process. He finds ambiguity in the basic aims and 
objectives and multiplicity of objective in PSEs more responsible for 
their performance than the ownership. The author highlighted the 
mixed evidences on the relationship between ownership and efficiency 
of the enterprises. He also pointed out that private companies perform 
better than PSEs only in competitive environment but not in un-
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competitive environment. He has also summarized the differences that 
exist in the objectives of privatization of different countries. ^ 
Rudra (1991) in his article basically put forward two hypothesis; that 
the performance of any industry depends on various factors and not 
only on private or public ownership of means of production and 
secondly that the abrupt removal of protection is likely to spell disaster 
for the economy. The author came up with some strong arguments in 
favor of certain degree of protection and regulation in the economy. The 
author identified some other factors beyond the ownership and make it 
evident that these factors are much responsible for the performance. 
Finally, he invites people to refute these two hypothesis.'' 
Geeta Gouri (1996) points out that there exists a lack of comprehensive 
policy on privatization in India. In the paper, the author as selected 
three dimensions of privatization viz. fiscal, efficiency and intersectoral 
dimension. Fiscal dimension stems from the Government's need to 
reduce the fiscal deficit, in the analysis of fiscal dimension the paper 
suggests for a all together shift in focus. Talking efficiency, the author 
suggests some aspects to take into consideration if privatization must 
have an impact on efficiency. The third dimension highlights a major 
intersectoral linkage with financial sector reform and public sector 
reforms. The paper concludes that the lack of policy might favour the 
consideration of political expediency in short run but at the cost of 
satisfying sound economic management in long run.* 
Gupta (1996) brought into light the dominance of public sector 
enterprises in the Indian economy. The author also discussed the 
operational efficiency of the PSEs and the effect of their existence and 
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operation on public sector deficit. He suggested privatization as means 
of development and blamed the policymakers and politicians for opting 
just for reform in the public sector itself instead of privatization policy. 
He also discussed in brief and criticized the privatization policy of the 
country, and highlighted incentives to the politicians and policymakers 
for such policy.9 
Ram Mohan (2001) in his article 'Privatization Theory and Evidence' 
examined the authenticity of the dominant thinking that change in 
ownership will automatically lead to improvement in the performance 
of the enterprises. After in-depth analysis of theoretical and empirical 
evidences of privatization in general, the author gives an especial 
attention in examining the empirical evidences of privatization in less 
developed countries. He concluded that there is mixed empirical 
evidence of privatization which is a warning against sweeping 
generalization about the positive impact of privatization. He also raised 
some valid questions on the methodology adopted by the researchers of 
many of the studies which claimed that privatization have delivered 
improvement.io 
Dholakia and Kapur (2001) in their study have made performance and 
trade behavior an issue of concern and have examined the same. They 
have taken balance sheet data of 557 private sector firms for appraisal. 
The authors have divided these companies into two categories of 
exporting and non-exporting companies. One of their findings is very 
interesting and against the popular belief that on the account of vcirious 
tax incentive exporting companies payless tax than the non-exporting 
companies. They found that median value of tax provision as 
Introduction 
percentage of net sales turn out to be considerably higher for exporting 
companies then that of the non-exporting companies. They foimd 
exporting companies performing well and non-exporting companies 
improving slowly.^i 
Baijal (2002) talked mainly about the implementation of the 
privatization policy. He has highlighted some major benefits of 
economic reform. He assumes globalization responsible for capital flow. 
The author also made an analysis of the impact of globalization on 
capital flow using the ratio of FDI to Gross Capital Formation (GCF). 
The author also tried to establish relationship between inflow of FDI in 
a country and its growth. He has also given a detailed account of 
disinvestment practice in India.^2 
Ghosh (2002) while dealing with privatization came forward with the 
rationale of privatization. However, the author also highlighted some of 
the major problems in privatization and recent developments in this 
regard. In addition to all these and most importantly she highlighted 
some major issues of privatization in Indian context, i^  
Batra (2004) bring to light the major development in the Indian financial 
market. Further, the author also came across the emergence of new 
intermediaries and discussed the role and response of these 
intermediaries. Among other, the author draws attention to the 
emerging issues in the globalization of financial markets. Besides, the 
book also examines the functioning and performance of financial 
markets, regulation and role of foreign investment in the development 
of a country. 14 
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Ram Mohan (2005) in his path breaking work on privatization made a 
comparison of performance of industry and banking sector using 
financial measures and input and output quantities before and after 
privatization. He found private sector doing better when long period is 
being considered, but in most recent period the performance gap of 
private and public sector is becoming narrow. Using financial ratios the 
author found that disinvestment does not work and that a tiansfer of 
control to private owners alone can deliver improvement is not well 
established. In banking sector, his result shows that it could not be 
concluded that the private sector banks are superior to the public sector 
banks. 15 
Nagraj (2006) examined in detail tiie India's economic reform and the 
growth of Indian economy. After a general assessment of industiial 
development, he focused public sector and find a distinctiy higher trend 
growth rate since 1980-81. The study also found a sharp fall in the tax 
burden in later half of 1980s. In addition, he also found rapid growth in 
the capital market since 1980. The author also observed that India has to 
face tough competition in attiacting FDI with other Asian coimtries and 
pointed out that the realized amount of FDI in India is just one third of 
the approved amount and instead of recording a substantial increase in 
the growth of inflow it is comparatively modest.^^ 
1.1.2 Review of available Literature on Insurance and Instu-ance 
reform in India 
Jack (1912) in order to outiine the history of life assurance the author 
has provided interesting account beginning of gild in England, different 
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institutions and their relationship. The author also drew attention to all 
other important factors, which were, remained responsible for the 
origin of the life assurance. Starting from the gambling insurance, the 
author pointed out all important facts in this regard including the 
journey of friendly societies and starting up of the major companies.^'' 
Rande and Ahuja (1999) in their paper 'Life Insurance in India: 
Emerging Issues" look at the role of insurance in saving and further its 
role in the economy. The authors provide some vital facts about the 
Indian life insurance industry in both pre-and post-nationalization 
period. They also studied the growth of LIC of India. Dealing with the 
emerging issues, the authors find changing demographic trend of the 
country, demand of pension plans, pricing of products, safety and 
return on the investment of these companies noteworthy. They are of 
the opinion that the privatization is good and necessary for the 
development of the insurance sector, i* 
Pant (1999) makes an appraisal of IRDA Bill. The author has provided a 
detailed commentary on the structure of the IRDA and discussed its 
various powers and duties. Then the author has indicated that the 
regulatory authority should hereby discharge its functions to ensure 
orderly growth of the sector. He raised finger towards the mix of 
powers and functions in the same clause of the bUl. More importantly, 
the author pointed out that the provisions of IRDA about the service of 
rural and social segment is not clearly defined. In this regard, he has 
made a special mention of rural unserved population.i9 
Pant (2000) opines that a sound insurance market is an essential 
characteristic of a growing economy. The author further tells us that 
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insurance sector of a country is closely related to the economic growth 
of the country and the growth and development of the former depends 
upon the growth and development of the later. Using insurance 
penetration and insurance density the author shows that there is 
development in this sector. He says that insurance regulation has its 
own history in the developed world and the developing world should 
not hesitate in regulating the industry closely.20 
Rao (2000) in his article 'Privatization and Foreign Participation in (Life) 
Insurance Sector' refer to the countries which have liberalized their 
insurance sector and say that the reform in the sector is aimed at 
bringing about greater efficiency in the sector. The author hopes that 
reform in the sector will lead to better use of information technology, 
cost reduction and reach into the untapped area but at the same time, he 
feels concerned about capital required in the business. Further, he finds 
intemalities more responsible then the externalities for success or 
failure of a firm. The author is also skeptic about the sustainability of 
the growth of the sector and sees some serious reasons of slow down 
after initial burst. He also expresses his concern about the survival of 
the weak companies in long term and the after effect of their failure.21 
Mishra and Mishra (2000) in their article 'Global Insurance Market 
Structure' opine that gross insurance premium is a globally accepted 
measure of market size of insurance. Making gross premium collection 
and rate as growth of the same basis of their assessment, the authors 
gave an idea about the level of development of insurance sector in the 
developed countries. While discussing the role of insurance in the 
development of an economy they mention that it helps to bring about 
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stability in the economy and besides (life) insurance have an effect on 
saving and capital formation.22 
Mishra and Mishra (2000) in their article 'Making of the IRDA' present 
briefly the reform story. In this process, steirting from the Malhotra 
Committee the authors outline some important recommendation of the 
Committee on Reforms in the Insurance Sector. They mentioned some 
important facts about the structure of authority and also outline various 
responsibilities which the authority has to shoulder in liberalized 
insurance market. 23 
Banarjee (2000) highlights the achievement of the Indian economy at all 
fronts including agricultural development, industrial development and 
Human Resource Development (HRD). The author also advocates the 
financial liberalization including insurance liberalization and expects 
that net FDl inflow to the country and employment opportunity wUl 
increase because of the financial liberalization.^^ 
According to Shrivastava & Shrivastava (2001) the growth of insurance 
sector depends on the growth of the economy. The authors also 
appreciate the role of insurance as intermediary in saving and 
investment beyond the basic task of risk coverage. They appreciate the 
growth of insurance in industrialized world and expect the same in the 
Emerging Economies (EEs) as well. They find Indian insurance industry 
even far behind the insurance sector of many developing countries and 
they visualize insurance liberalization as a means of development.25 
Portfolio of an insurance company should take care of the safety and 
liquidity more than the return therefore the investment must be 
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diversified says Champala and Rao (2002). The authors provide details 
of the investment of the funds of LJC including annual growth of the 
investment, sector wise investment, overseas investment, state wise 
investment and industry wise investment. The authors found that major 
investment of LIC has been in the Government security, which at one 
hand yields low return and at the other leaves the investment less 
diversified. They call for an altogether change in portfolio management 
philosophy of the insurance companies.^^ 
Gupta (2003) tells us what insurance exactly is. He outlines different 
role of insurance in sustaining the financial condition of an individual 
or a business caused by imfortunate incident. The author has a different 
opinion, he assumed insurance as a means of economic development of 
a country. The author visualize that the insurance sector reform will 
result into the growth and development of the insurance sector.27 
Kapoor (2003) states that liberalization of insurance sector will result 
into the growth of the service sector of the economy, which in turn will 
affect the infrastructure of the economy positively. According to the 
author marketing, product innovation, development of alternative 
distribution charmel and availability of quality human resource are the 
biggest challenge before the industry in the post-privatized period.28 
Palande, Shah and Lunawat (2003) in their book 'Insurance in India; 
Changing Policies and Emerging Opportunities' explain that there was 
considerable growth of Indian insurance industry but it has yet to travel 
long distance. The authors conclude the debate of opening-up of the 
insurance sector in favor of privatization of the sector. They discussed 
in detail the strategies for the coming days. Then the authors examined 
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regulatory framework of the industry, the impact of the reform in the 
sector and define the role of regulator in this context. In addition, they 
have outlined some issues and opportunities arising out of irisurance 
reform. They also pointed out that India is the only coimtry where the 
regulator itself has assumed the role of facilitator, therefore, the authors 
emphasized a balance role of the regulatory and development 
authority.29 
Sengupta (2003) shows the relationship between reform and progress of 
the insurance sector. The author presents the profile of LlC and General 
Insurance Corporation (GIC). He then makes an assessment of the 
IRDA Act 1999. Talking about the provisions regarding transfer of fund 
the author says that there are sufficient provisions against the flight of 
capital out side the country.^o 
Jani (2003) gives strong reasons for insurance reform and appreciates 
the Governments' decision of privatizing insurance sector. In addition 
to this the author shares international experiences of insurance reform 
and highlights some positive outcomes like cost cutting, product 
innovation and aggressive sales drive. The author gives an interesting 
fact that International Financial Corporation (IFC) was also interested in 
Indian insurance market for business and yet the possibilities are not 
ruled out.31 
Abichandani (2004) says that the increasing importance of the 
marketing of insurance products is giving way for the development of 
alternative distribution channels. She strongly put forward the issue of 
privacy of an individual and raise moral question over the sale or share 
of customer database.32 
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According to Sigma (2005) the insurers have new challenges in the 
changing world. New risk in the society arises continuously and the 
insurers have to make these new risks insurable. In addition to making 
these new risks insurable they also have to understand that how 
cheinging environment affects these risk. Further, the insurability of risk 
keeps changing. Innovations by the insurers also change the insurability 
but the study concludes that all the risks are not insurable.^s 
Banal (2005) is not different from others in discussing the process of 
insurance sector reform and Insurance Regulatory and development 
Authority. In his effort to examine the privatization of insurance sector, 
the author takes up market share of each private sector firms 
individually and the aggregate market share of all private sector firms 
collectively in life and non-life segment and their marketing efforts. The 
author finds the Indian insurance sector as a whole much growing in 
post-liberalization especially the health segment is very promising. In 
his opinion return on investment is one of the most important issues in 
the privatized insurance market.^ 
Krishnamurty (2005) sheds light on the increasing market share and 
growth rate of the private players in the Indian irisurance sector with a 
narrow base but he foimd the average premium of the policy issued by 
these companies much higher than that of the LIC. The author finds 
Unit Linked Insurance Policy (ULIP), an important factor in the growth 
of the insurance sector. The author assumes that there will be high 
growth of bancassurance but at the same time, he perceives that the 
differences in work culture of bank and insurance is a bigger challenge. 
Among other, he finds distribution, technological advancement, quality 
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of manpower and fund management some of the important 
challenges.35 
Mony (2005) feels concern about the imder development of the health 
insurance and non-participation of cooperatives in the liberalized 
insurance market. The author says that new private sector have done 
remarkably excellent job in a short period. For the assessment of the 
growth of market he says that there is a need to establish some 
benchmarks and parameters. The author appreciates the role of IRDA in 
addition to all insurance companies for increasing insurance awareness. 
Mony highlights the issues like motor tariff, customer service 
intermediaries and self-regulation. He finds legal arrangement for 
regulation and control sufficient and says that the sector wUl grow 
steadily rather than rapidly in the coming years.^ 
Jhaveri (2005) states that insurance as a means to mirumize the risk is 
more important than insurance as a means of saving. The author 
highlights the relatively low share of pure risk cover product. The 
authors says that insurance agents income maximization objective keep 
them away from understanding the need of the insured. He appreciates 
the role of IRDA in regulating the compulsory training and licensing of 
agents. However, the author suggests for adjusting the incremental cost 
of distribution to less populated area in the price of the cover. At last he 
appreciates the contribution of global partners in the growth and 
development of Indian insurance sector.37 
Rao (2005) observe the response of market leaders to the given 
challenges of reform. The author compares the position of State bank of 
India (SBI) in banking sector with the position of LIC in the life 
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insurance sector. For a better comparison, he used market share of LIC 
and State Bank of India, their assets, products, etc. The author says that 
economy should be build-up on the local strengths.^ 
Shah (2005) furrushes a detailed account of Indian Insurance including 
organizational structure of insurance in the country, major form of 
insurance and its role in the national financial system. He says that 
mutual insurance is truly a public utility and real social service in the 
absence of Public Sector Insurance Companies.^^ 
Chatterjee (2005) says that the objective of any reform is development. 
He further emphasized that reform is a continuous process and it 
should be ongoing in the response to the changing need of the time. The 
author also examines the growth of Indian insurance sector and he 
found that there is a need of some vital changes in the sector.^o 
Skipper (2005) talks mainly about role and importance of the 
Government policy of the insurance sector. Dealing with the issues, he 
expresses his apprehension about the possibilities of private monopoly 
replacing public monopoly and other market imperfections. The author 
also expressed his fear about dominance of foreign players.^i 
Dubey (2005) in his paper "Indian Insurance Market: Issues, 
Challenges, Opportunities and Strategies" study the saving and capital 
formation and the role of insurance in the same. The author finds rural 
coverage, development of alternative distribution channel, neglected 
health insurance among some of the biggest challenges and insurance 
potential and growth as biggest opportunities in the post-privatized 
insurance sector.42 
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Rao (2006) gives a brief account of insurance reform in India. Teilking 
post-liberalization period, he sheds light on the substantial growth in 
number of policy and total premium collection in life insurance sector. 
The author has also pointed out a major achievement of the sector that 
is widening insurance density and deepening insurance penetration in 
the country in post liberalization era. He also did not let the major 
issues of privatization of insurance sector go unnoticed. Among others, 
the author raised the issue of the development of health insurance, 
demographic changes and cost reduction.-*^ 
Joshi (2006) discussed about the rural market of the country. Though, 
the author make rural population as a basis of his argument, he also 
pointed out the increasing rural income and changing life style in rural 
areas in the country and its effect on insurance. He tells us about the 
various innovative distribution channels used by new players and other 
effective measures taken by numerous private companies to tap the 
under tapped rural market.** 
Chennapa (2006) draws our attention towards the fact that the 
insurance industry has become the fastest growing industry in the 
Indian economy. The author points out the decreasing concentration of 
public sector insurance companies and the growing share of private 
players in the insurance industry. The author further states that the goal 
of privatization has been realized and all positive chcmges in the 
industry are the effect of the privatization. Declining return on 
investments is in his opinion is one of the biggest challenge. Further, he 
established that there is no relationship between capital and market 
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share but for a considerable market share, huge capital is required. He 
suggests that LIC should be allowed to go public.*^ 
Kumar (2006) says that selling insurance policy in India a difficult task. 
The author says that there is resistance in our society for life insurance 
policies. The sales force of the insurance company has to go beyond 
presenting the features and benefits of products. The author also 
pointed out that the contribution of brokers in life insurance sector is 
insignificant.46 
Pal (2006) assessed the role of technology in insurance. The author 
focuses the importance of technology in B2B automation. Management 
Information System (MIS), corporate reporting, marketing, finance and 
Human Resource Management (HRM) and says that the use of 
technology will increase the efficiency of the insurance sector.47 
Rao (2006) opines that reform in the sector has been satisfactory. 
However, at the same time he says that looking forward is more 
important for further improvement. The author discussed some new 
issues like tariff, increase in the level of FDI from 26 per cent, 
affordability of health insurance and corporate governance.** 
1.2 Need and objectives of the Study 
Insurance reform in India is a part of the ongoing economic reform in 
the country. As reform is an ongoing process, economic reform is 
rolling on for more than two decades in the country but there are 
contradictory evidences in the fulfillment of the objectives of the reform. 
In India, insurance sector was the only major sector that was fully 
nationalized and more interestingly, both life insurance and general 
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insurance has been under the monopoly of public sector insurance 
companies. Now when the insurance sector has been privatized this 
study became important beyond doubts to find out the after effects of 
the privatization on the sector and on the other contemporary objectives 
of the Indian economy. It is also important to examine that whether the 
problems for which the insurance sector was nationalized in the past 
still exist, if yes, then what happened to the various objectives of 
nationalization of the sector. The process of privatization of the 
insurance sector did not witnessed much heated ideological debate as it 
was expected and the programme got implemented easily. Trade 
unions did not resist much because of the fact that the Government 
decided not to opt for the disinvestment of the public sector insurance 
companies. Though, lack of development in the sector was the most 
motivating factor for reforms but it was had to happen because of the 
fact that India being a founding member of World Trade Organization 
(WTO) was left with no option but to open its service sector. Owing to 
these realities, India privatized its insurance sector. Therefore, this 
sector has become an interesting subject matter of study. Privatization 
and foreign participation in the sector have changed the national 
insurance landscape altogether. From changes in legal framework and 
establishment of IRDA as a watchdog to the detariffication, all the 
components of the reform process have far-reaching implications, 
which have to be examined. The whole process of reform left many 
issues that have to be identified and analyzed. Further, the reform 
process gave birth to the various new challenges. The findings of the 
study will help IRDA and the Goverrmient to fine-tune the policies in 
future. The study will also help the PSIC and private insurers in their 
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Strategic decisions. The study is concerned with the entire insurance 
sector therefore it take-up mostly those issues and challenges which will 
affect the sector and has left those issues and challenges which are 
concern only with a particular entity. 
The objective of the current study is to assess the privatization 
programme and its implication to identify the broader issues affecting 
the sector and major challenges before the insurance industry. The 
objectives of the study can be specified as follows. 
> To understand the concept of privatization 
> To discuss various methods of privatization 
> To outline various rationale of privatization 
> To present a brief historical background of insurance 
> To give details o( Indian insurance sector at the time of opening-
up 
> To examine the privatization policy of the Indian Insurance 
Sector 
> To highlight the various objectives of introducing privatization 
programme in insurance sector 
> To study the regulatory framework of insurance in India 
> To identify and zmalyze major issue arising from the privatization 
of the insurance sector 
> To focus major challenges raised by the privatization of insurance 
"^^ THBSIS 
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> To Study the impact of insurance reform on insurance sector 
> To draw conclusions based on the findings of the study and make 
suggestions for a better tomorrow 
1.3 Hypothesis 
1. There is a significant association between Privatization of 
Insurance Sector and growth of Life Insuremce Sector. 
2. There is a significant association between Privatization of 
Insurance Sector and growth of General Insurance Sector. 
3. Privatization of insurance sector is a strong reason for increase 
in the proportion of saving in Life Ii\surance in the total 
Savings of the Household Sector in Financial Assets. 
1.4 Research Gap 
Reform in the insurance sector has changed the landscape of Indian 
financial sector. Number of studies have been conducted which 
corroborate that the effect of the reform is far reaching, apart from 
changes in the insurance sector, the reform will help in the development 
of trade and commerce. The survey of literature conducted in the 
previous section of the study shows the various aspect of the 
privatization of insurance sector in India. Various studies came-up with 
quiet relevant issues. Most of the studies conducted before insurance 
reform and in early period of the reforms express their hope that the 
insurance industry would witness rapid development and growth in 
the sector. Other studies conducted in recent past have made an effort 
to analyze the changes in the industry after privatization and pin points 
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the growth of life and general insurance. Most of the studies discussing 
post-privatization observed that there is an increase in number of new 
policies and premium collection have gone up in the post (insurance) 
privatization period but no study tells us whether this growth is cyclical 
and normal or it has been caused mainly by Ihe privatization of the 
sector. Again these studies does not analyze whether there is any 
significant change in the growth of the insurance sector in post 
privatization period. The current study will try to fill this gap. 
1.5 Research Methodology 
The study is concerned mainly with the changes manifested in 
insurance sector in post privatization period. In determining the various 
issues and challenges the study overall is an exploration and analysis of 
previous researches and writing on privatization of Indian insurance 
sector. Dealing with the issues and challenges the study in order to 
bring clarity divides all the issues and challenges into three groups 
namely; financial issues and challenges, commercial issues and 
challenges and operational issues cind challenges. Apart from 
discussing the major issues and challenges the study anzdyzes some of 
the issues. While analyzing data the study is based mainly on secondary 
data. Here, it makes efforts to measure the changes in post-privatization 
(insurance) period for which the study carries out a comparative study 
of pre- and post-privatization period. To measure the significant 
differences in pre-and post-privatization period we deploy t-test to the 
mean of different variables. The t-test has been applied with the help of 
Statistical Package for Social Sciences (SPSS) and the outputs produced 
by the software have been provided in appendix. Here again, to make 
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the things more clear we will divide the entire insurance sector into two 
segments and selects different variables for these two s^ments. 
Variables for life insurance are viz. number of new policy, total 
premium collection, life insiu-ance penetration and life insurance 
density. For general insurance, gross direct premium collection, net 
premium collection, general insurance penetration (general insurance 
premium as percent of GDP) and general insurance density (per capita 
general insureince premium) have been selected for study. Insureince 
penetration means insurance premium as percentage of GDP. Insurance 
density means insurance premium per capita (total premium/ total 
population). The study will also compare the proportion of saving in 
life insurance fund in the household saving in financial assets. The 
study has left an important variable that is Sum Assured because of the 
incoherency in the data published. This is a study of complete Indian 
irisurance sector and thus it is macro in nature. Among others lack of 
measurement of insurance awareness and unavailability of data on 
aggregate rural and social coverage has been major handicaps of the 
study. While analyzing the impact of privatization on the insurance 
sector the study covers a period of 10 years from 1995-96 to 2004-05. The 
first, 5 years being pre-privatization period and second 5 year being 
post-privatization period. Various statistical techniques of presentations 
and analysis of data have been used. For the presentation of data, 
mainly tables showing the figures and percentage change, line diagrams 
and bar diagrams have been used. For comparison of pre- and post-
privatization, t-test has been used with the help of SPSS (output in 
appendix). In this study, the words general insurance and non-life have 
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been interchangeably used. This study is concerned with the 
privatization of Indian Insurance Sector. 
t-test (matched paired observations) for test of significant difference 
_ d-0 / - ^ d Vn t = ^ ^ x V n or t = —g— 
d = the mean of the difference 
S = the standard deviation of the difference. 
Value of S is calculated as follows: 
Note : It is based on n-1 degree of freedom 
The study is mainly based on published secondary data collected from 
the following sources. 
> Annual Report of Lie 
> Annual Report of GIC 
> Annual Report of IRDA 
> IRDA Journal 
> The Journal of Insurance Institute of India 
> Report of the Committee on Reform in the Insurance Sector. 
> Various publication of Ministry of Statistics and Programme 
implementation 
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1.6 Plan of the study 
Keeping in view the objectives of the present study the work has been 
divided into five chapters. 
Chapter One - The first chapter covers the review of literature on 
privatization in general and privatization of insurance sector in India, 
identifies the research gap and highlights the needs and objective of the 
study. The chapter also incorporates the research hypothesis and the 
methodology of research. 
Chapter Two - The Second chapter of the study attempts to trace the 
origin of insurance, the major form of insurance. Then it discusses 
insurance in India including start of insurance business, nationalization 
of the industry and formation of LIC and GIC. It also outlines the state 
of Indian insurance industry at the time of privatization of the sector. 
Chapter Three - The third chapter deals broadly with the concept of 
privatization in general, privatization in India and privatization of 
insurance sector in India. The chapter also focuses the reform process in 
insurance sector. Then the chapter highlights the regulatory framework 
including enactment of IRDA, objectives of IRDA, major regulations 
and the private players in the Indian insurance market and their 
respective market share. 
Chapter Four - The fourth chapter erUists all the major issues and 
challenges of the privatization of Indian insurance sector. The chapter 
divides all the issues and challenges in three broad categories viz. 
financial issues and challenges, commercial issues and challenges and 
operational issues and challenges. The chapter also analyzes the impact 
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of privatization of insurance sector on the performance of the insurance 
industry. In this regard, the study reveals the impact of insurance 
reform on the growth of the sector and growth of the share of saving in 
insurance in total saving of household in financial assets. 
Chapter Five - The fifth and last chapter of the study is basically the 
summary of the findings and suggestions. These finding have been 
concluded in the light of the objectives of the study and have been 
presented in brief. Appropriate suggestions have been made in the light 
of the finding, which would be proved helpful for policymakers. The 
chapter also proposes some area for further investigation. 
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Insurance in India: Historical Overview 
The earlier chapter was devoted to the introduction of the study that 
includes review of the available literature, objective of the study, 
importance of the study, the research methodology used for the 
purpose and framework of the study. The present chapter of the study 
is related to the genesis of insurance (origin of Marine Insurance, origin 
of Life Insurance and origin of Fire Insurance), Insurance in India 
focusing on origin and growth of insurance business in India and the 
state of Indian Insurance sector at the time of opening up in the year 
2000. 
2.1 Insurance: An Introduction 
Insurance is the backbone of a country's risk management system. Risk 
is an inherent part of our lives.^ These risks are of different degree and 
different kind and ranges from those which are imavoidable to those 
which are assumed by choice.2 Risk is a measurable uncertainty.^ In the 
field of insurance one may define risk as uncertainly of loss. Further, the 
risk may be financial risk or non-financial risk. There is risk to life of an 
individual; there is risk to property or business of a person. An 
individual faces risk of premature death, risk of accident, risk of 
sickness and risk of non-employment. Business or property of a person 
faces the risk of fire, risk of flood, risk of earthquake, risk of windstorm, 
risk of tsunami and risk of many such factors. 
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Here comes ihe insurance as a technique for treating these risks. There 
are many methods or techniques of treating a risk. Transfer of risk is 
one of the several and an important method of risk treatment. Risk can 
be transferred to others; a procedure that is common to several different 
methods of treating risk, of which insurance probably is the most 
important In insurance, this transfer is primarily an economic fimction 
performed by the person or the company to whom the risk is 
transferred.* Insurance is a device for the transfer of certain risk of 
economic loss to an insurer that would otherwise be bom by the 
insured.5 Insurance, essentially, is an arrangement where the losses 
experienced by a few are extended over or transferred to several 
persons who are exposed to similar risk. 
Insurance is a social device for reducing risk by combining a sufficient 
number of exposed units to make their individual losses collectively 
predictable. The predictable losses then shared proportionately by all 
those in the combination.^ The insurer compensates the losses suffered 
by insured out of the fund called premium collected from a large 
number of insured. 
For the insured, insurance is a protection agair\st the losses to which 
they are exposed. By paying the charges called premium and ir\suring 
the risk with the insurer, for which they are exposed, the insured get 
himself protected from that losses. In this way, insurance helps 
individuals. For an economy, insurance sector acts as shock absorber 
because it corrects most of the disturbances caused by different losses, 
which would otherwise have disturbed the business cycle of the 
economy at micro or macro level. As every economic loss to the 
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business or property of an individuals have potential to disturb the 
process of economic activities at broader level at varying degree, so that 
all such loses which are insured protect not only an individual or a 
person whose property or business is insured but also the economy at 
large. For the insurer insurance is a business. An insurer or an insurance 
company insures the losses. For insuring the losses these insurers or 
insurance companies charge some amount from insured population. 
These companies pay the insurers in the event of loss and meet all the 
expenses to carry out insurance business out of the premium collected 
by the company from insured population. The remaining amount is 
distributed among the stakeholders or the owners of the companies. In 
modem era, the insurance is basically a business. All type of businesses 
has their function in the society so does have the insurance. The only 
advantage with the insurance is that it is both socially and economically 
vital. Therefore, Insurance Sector is frequentiy referred as a socially 
responsible segment of financial sector. 
2.2 Origin of Insurance 
In the modem world those ideas that have contributed to the himvan 
development, their freedom and security are considered to be great. 
One of the most practical and notable idea is the idea of insurance. An 
idea that has been described as 'the victory of human thought over mde 
violence of life'. ^ The history of the idea of insurance is buried in past 
and it has been in practice since ancient period in one form or the other. 
Origin of insurance dates back to ancient era. There are substantial 
evidences to testify that something akin to insurance was being 
practiced in that time. We can find such arrangement in the code of 
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Manu "Maruwa Dharmashastra" and Kautilya's Arthashashtra. Similarly 
we may find such arrangements in other important civilizations of that 
period.8 
Such provisions are no doubt quite important and are of immense help 
in tracing the history of economic and social development of the people. 
But the origin and development of the modem insurance, in the form in 
which the insurance is existing today and in the form in which we are 
practicing it is more important rather more relevant to know. Insurance 
has made progress in the last 150 years more than in the previous 
tiiousand years. More importantly. Insurance has emerged as a business 
in the modem period whereas in ancient period it was only an 
arrangement in order to minimize or to make good of the losses 
suffered by people. There were no special institutional arrangements for 
the practice o( insurance as business. However, the very idea of 
insurance on which the entire insurance industry exists today was not 
lacking. It can also be perceived that in that period the insurance was in 
the same way socially and economically important as it is today but the 
most important difference is that the insurance was not a means to earn 
profit. 
The current study is going to throw light on some of the major 
developments in the history of modem insurance (insurance of today). 
It is worth quoting that when the insurance was started as organized 
business many forms of organizations came into existence, out of which 
two kinds of insurance companies; Mutual Company and Stock 
Company have been traced important.^ These two types of companies 
were engaged in carrying out one or more of the four important kind of 
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insurance viz. Marine InsuTcince, Life Insurance, Fire Insurance and 
Miscellaneous Insurance. 
A mutual insurance company was own and operated by its 
policyholders. These companies were run for the exclusive benefit of 
the members; they (policyholders/members) were the company. There 
were no stockholders in such a concern. Members elect managers who 
serve as the active managers for their business. Out of the premium 
collected and income derived from investment of the collected funds, 
the company pays the losses sustained by its policyholders and the 
expenses of running the business. The company also sets and maintains 
the reserve required by the law or by the good judgment for the safe 
operation of the company. What is left over after paying such 
loses/expenses and after keeping the reserve is returned or distributed 
among the policyholders in the form of dividends. In aggregate, a 
mutual company sells insurance at cost^o 
A Stock Company on the other hand is owned and controlled by 
individuals or firms who contributed to the capital of the company. It is 
nm basically for the purpose of giving its shareholders a return on their 
investment. The members of the stock company need not to be a 
policyholder in the company. Stockholders elect directors and these 
directors in turn select officers to manage the affairs of the company. A 
stock company sells policy at cost plus profit to the policyholders. 
In order to discuss the Origin of Insurance, for the sake of convenience 
and to put the things more clearly the present study is going to focus on 
the origin of the different types of insurance business separately. 
However, it is very difficult to discuss all forms of insurance business 
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but three major types of insurance viz. Marine insurance. Life Insurance 
and Fire insurance can not be ignored. 
2.2.1 Origin of Marine Insurance 
Marine Insurance is being practiced for more than tiiousand years. The 
history of marine insurance dates back to 1000 AD when it was being 
practiced by Romans. In the middle ages, marine insurance was 
concentrated in the Mediterranean, from where the practice of marine 
insurance was carried through well known trade routes to the East and 
to the North. The oldest and the earliest marine insurance policy relates 
to Mediterranean voyage in 1347." Horald E. Rayner in his book A 
history of British Insurance states that the earliest marine insurance policy 
in England was issued on 20* September 1547.^ 2 
While going through the recorded history, one will find that the marine 
insurance was started in Italy from where it spread to the other 
European countries through the trading routes. Some Italian merchants 
settled down in London for doing marine insurance business. They all 
were from Lombard. Their authority on the marine insurance and their 
dominance in the marine insuremce business can be imagined with the 
fact that the street in which they were living is still known as Lombard 
Street. These merchant were experts of marine insurance business. 
Though the system of Marine Insurance business was started in Italy, it 
is London where the business of marine insurance flourished. 
One of the most important developments with regard to the Marine 
Insurance was the establishment of 'Chamber of Assurance' in the year 
1575. The objective of the Chamber of Assurance was to tackle the 
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complaints of the non-receipt of the policy money and to settle down 
other disputes related to the marine insurance business. 
The formation of Lloyd's Association in 1692 is a landmark 
development in the history of the marine insurance. It was Edward 
Lloyd's Coffee House in London from where Lloyd's Association was 
originated. Lloyd's was also known for its two important things related 
to marine insurance. The first was the publication of the Lloyd's List, a 
periodical that is the oldest existing magazine in the world and the 
second was the Lutin Bell. The Lutin Bell use to ring whenever there 
was any important news related to a vassal insured with them. Today, 
the bell rings for a news of national importance. 
2.2.2 Origin of Life Insurance 
The Life Insurance was started with the help of extension of the 
principle of marine insurance as early as in the sbcteenth century A.D. 
The First Life Insurance contract was written by one of the marine 
insurers operating from Old Drury Ale House in London headed by 
Richard on June 18,1536.i3This very first policy became a case of death 
claim. The death claim became disputed. The dispute was related to the 
calculation of the dates of the insurance cover. The story did not stop 
here, the insurer took the case to the court and the payment to the 
family of the insured was made only on the direction of the court. 
For more than a century, the life insurance policies that were issued in 
nature, gambling contracts, where the lives of public men and Royal 
family member were insured to benefit the so called insurers and 
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gamblers. The Life Insurance Act 1774 passed by the British pariiament 
put an end to these practices by insisting on 'insurable interest'.^^ 
Well-structured insurance companies started coming only after a 
century of the origin of the business. In 1672, two years after the 
formation of hand in hand, (a Mutual Fire Insurances Company) 
Mercer's company of London came into existence. One year after the 
formation of Mercer's company, another company 'the society of 
assurance for Widows and Orphans' came into being. During these 
period, one group of individual underwriters also emerged in 1706 
naming Amicable by a chartered issued by Queen Anne. But, very soon 
it was taken over by Norwich Union Life Office.is 
This period witnessed the failure of many companies, which latter 
became the most discouraging hindrance to the organization of solid 
concerns. But this very period managed to evolve in 1720, two big 
companies London Assurance Corporation, and the Royal Exchange 
Assurance Corporation. These two companies were basically marine 
underwriting companies but after few years they started taking Life 
Insurance policies. 
The process of foimding of the Society for Equitable Assurance better 
known as Equitable Society started in 1756, when the 1** petition 
regarding its incorporation was presented to the Government for the 
chartered of incorporation. After many failures in the process of 
incorporation, the company finally managed to get itself registered. The 
company got the chartered of incorporation in 1762.16 
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One more important thing to note down is the development and growth 
of industrial life insurance. It was also developed in England. 'It was a 
hybrid of Friendly Socie^ and Ordinary Life Assurance Office. 
Industrial Life Insurance borrowed its objectives from the former and 
from the later it borrowed its organizational design. Although 
Prudential was formed in 1848, it was the report of the British 
parliament in 1853 for better condition of the working class which gave 
it a great impetus'. 
2.2.3 Origin of Fire Insurance 
Fire Insurance is one of the few happy results of the great fire of 
London 1666.17 The Great Fire blazed for the five consecutive days, 
spreading over an area of 436 acres, transforming 13200 houses, 89 
churches and many other important public buildings like Royal 
Exchange into ashes. The total property loss according to Stow's survey 
was well over £ 10,68,9000. Within a year of the Great Fire, Office for 
insuring Houses and Building was setup by Barbon. Barbon was mainly 
a doctor by profession but for us he was a builder. In starting, he asked 
from anyone to whom he sold any property to pay something extra in 
return for the Barbon's promise to rebuild the house in case of any fire. 
Latter he started offering similar proposition to the owners of the 
houses other than those he had built and sold. This system was ahnost 
similar to the existing system of Marine Insurance except the fact that in 
this case 'risk was not disfributed and the entire risk was assumed by 
Barbon himself but in the case of Marine Insurance the risk was 
distributed. 
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Barbon, after operating the business as "one man show" for a period of 
thirteen years, formed with others a new insurance project named "Fire 
Office". Further, the "Fire Office" also exercised its monopoly. But, the 
City of London - a Government company formed with the municipal 
fund challenged the monopoly of the Fire Office. However, the City of 
London in spite of the support of the municipal fund could not manage 
to survive. Soon after the failure of the City of London another 
company. Friendly Society emerged. Friendly Society was not a mutual 
company but a stock company by nature. The first purely mutual 
company, which was known as Hand-in-Hand came into being in 1669. 
It was here itself that the idea was carried by the travelers across the sea 
to colonies of America and other places. 
2.3 Insurance in India 
There is paucity of historical facts focusing on the insurance in India. 
Economic historians in India knowingly or tmknowingly have not given 
due importance to the subject matter of the history of insurance. India, 
unlike Europe, firstly witnessed the instihition of Life Insurance. The 
non-life business in India came later only after the beginning of Life 
Insurance business. In Europe it was non-life (Marine Insurance) which 
took the lead and came into existence before the origin of Life Insurance 
business. In India this reverse process was started mainly due to the 
low level of industrial development and insignificant development of 
trade and commerce. 
In order to trace the history of insurance in India, keeping in view the 
practices of insurance we divided the Indian insurance sector into Life 
insurance and General Insurance (non-life). 
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2.3.1 Life Insurance in India 
The first insurance company, which came into existence in India, was 
the Oriental Life Assurance Company. This company was established in 
Calcutta in 1818 mainly by the Europeans. After five years of its 
establishment, another company the Bombay Life Insurance Company 
was founded in 1823 which was followed by the formation of Madras 
Equitable in the year 1829.18 
In the following years few more companies were established but these 
all were primarily established by the foreigners. There were two things 
in common to all these comparues. Firstly, all of these companies were 
British companies, registered in UK and secondly all of them were 
insuring the lives of Europeans only. After the failure of Oriental Life 
Insurance Company in 1934 a few more companies started. In 1871, the 
Bombay Mutual Life Assurance Society was established. In 1871 there 
were 15 insurance companies out of which seven were Indian 
companies (floated and registered in India) and remaining eight were 
foreign companies all insuring only the lives of European.^^ This was 
the period when the assurance was only accepted on the lives of 
Europeans or on the lives of the descendents of these Europeans bom in 
India.2o 
This period showed a considerable growth in the number of insurance 
companies in India. There were two main reasons for the rapid growth 
of the number of Life Insurance Companies in India during this period. 
Firstly, because of the growth and development of trade and 
communication which resulted into the emergence of new middle class 
in the economy. Secondly, the insurance business in India was not 
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regulated and the insurance companies were free to use the insurance 
fund in titeir other businesses and they were free to take the insurance 
fund even out of the country. This had motivated the business houses to 
float irisurance companies in order to generate fund for investing in 
their other businesses. In this way, it became a normal practice for 
business houses to establish an insurance company for generating fund. 
Then came the period when the insurance companies started insuring 
Indian lives but even in this period the British companies did this only 
on extra payment of premium. The 20* century proved more 
productive for Indian insurance sector in general and for the Indian 
Insurance companies in particular. Among many factors, the Swadeshi 
Movement gave a great impetus to the Indian Insurance companies. 
After few years of the enactment of insurance in India, the World War 1 
broke out, though the mortality of insured class did not increase but the 
value of securities at stock exchange in which the insurance companies 
use to invest their funds reduced substantially. In this way the 
insurance business was affected adversely by the war but in the post-
war period both the ntmiber of new companies and number of new 
business by existing companies increased substantially. In the post-war 
period especially the Non-Cooperation movement in 1920-21 proved to 
be a boon for the Indian Insurance companies. 
One of the major developments of the early 20* century was the 
enactment of the insurance legislation in fridia for the first time in the 
form of Indian Insurance Act 1912. Prior to 1912, India had no 
legislation regulating insurance.21 Earlier there was no regulation but in 
the absence of an Insurance Act, the insurance business was governed 
44 
Insurance in India: Historical Overview 
by the provisions of the Indian Companies Act 1882. The Indian 
Insurance Act 1912 was based on British model. 
Two other legislative developments of this were the Stop-gap 
legislation in 1928, with a view to correct certain glaring defect of the 
Indian Insurance Act 1912 and secondly the most important legislative 
development in the British India was the enactment of the Insurance 
Act 1938. The Insurance Act 1938 was the first comprehensive piece of 
insurance legislation in the country. This was the first act to covers both 
life and non-life business.22 In this way this Act was the first ever 
legislative initiative for the non-life insurance business in the coimtry. 
In the post independence period in 1948, the total number of companies 
registered under Insurance Act 1938, were 341. Out of which, 232 were 
Indian and remaining were Non-Indian. Out of the total, 149 were 
engaged only in life insurance business, other 128 were engaged only in 
non-life business and remaining were engaged in both life and non-life 
business. In life insurance sector, number of policy insured were 
5,44,000, sum assured were Rs. 1264 lakhs, yearly renewable premium 
was Rs. 693 lakh and average sum assured was Rs. 1177."^ 
Nationalization of Life Insurance 
After the Amendment Act of 1950, the nationalization of life insurance 
business was the most important event in the history of life insurance in 
India. In the year 1956 as many as 154 Indian insurers, 16 non-Indian 
insurers eind 75 provident societies were involved in life insurance 
business in India. The business of all 245 companies was takeover by 
the Government of India through the Life Insurance (Emergency 
Provisions) Ordinance 1956. The Bill for nationalization of life insurance 
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business was introduced in Lok Sabha in February 1956 and the same Bill 
later became an Act on July 1*^  1956. Dr. C. D. Deshmukh, the erstwhile 
finance minister, is remembered as the architect oi the nationalization in 
India.24 
To provide the benefit of Life Insurance to the rural people of the 
country and to the people from small income group, to prevent the 
malpractices and misuse of funds by the insurance comparues happen 
to be some of the major causes of the nationalization of Indian Life 
insurance sector. Dr. CD. Deshmukh, the then finance minister, argued 
that the state have not to make out a case that private sector had failed; 
there are many other grounds to justify the nationalization of Life 
Insurance sector of India. The nationalization of the life insurance sector 
resulted into the formation of Life Insurance Corporation (LIC) of India 
on September 1, 1956. The corporation was found to carry out the 
business of life insurance. It was formed by a special Act of parliament 
as an autonomous corporation to takeover the entire business of life 
insurance. The corporation enjoyed its monopoly in the life insurance 
sector in the countiy till the liberalization of the sector. 
At the time of its inception, the LIC of India had 5 zonal offices, 33 
divisional offices and 212 branches. The LIC of India faced a host of 
problems in reorganizing the life insurance business in India. In the first 
iew years, it recorded a little fall in business in terms of number of 
policy and sum assured but after sometime its sti-ength prevailed and 
the life insurance sector proved itself emergent, lively and growing. 
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Growth of Life Insurance in India 
Table No. 2.1 
Year 
1975-76 
1980-81 
1985-86 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
Source: Adap 
New Life Insurance Business by Indian Insurers and 
Total Life Insurance Business in Force in India 
New Business 
Sum Assured 
per Annum 
538533 
879153 
1549834 
5415117 
6113808 
6602242 
8074178 
10612067 
11479003 
11968582 
13907605 
7560626 
ted from Ministry o 
Annuities 
176 
487 
584 
20307 
17780 
3128 
2782 
3386 
70J3 
74014 
32319 
24639 
• Statistics and 
(Rs. in Lakh) 
Total Business in Force 
at the end of the year 
Sum 
Assured 
and Bonus 
1686911 
2801737 
5238182 
14968141 
17965062 
22120690 
25536200 
30560681 
36040959 
40922596 
47554663 
45920104 
'rogramme Implenr 
Annuities 
per Annum 
915 
2277 
3746 
96839 
113083 
95270 
89749 
91994 
98156 
168100 
213814 
159104 
tentation. Govt, of India, 
2001. 
Table 2.1 given above shows the new life insurance business in India 
and total business in force. In the year 1975-76 sum assured per annum 
of new business was Rs. 538533 lakh which grew to Rs 879153 in 1980-
81 and Rs. 5415117 in 1990-91 but it finally came down to Rs. 7560626 in 
the year 1998-1999 after a continuous increase till 1997-98 to Rs. 
13907605 lakh. Total business in force at the end of the year including 
both sum assured and bonus also increased continuously it was Rs. 
2801737 lakh in 1980-81, Rs. 14968141 lakh in 1990-91 and Rs. 45920104 
lakh in 1998-1999. New annuities were Rs. 176 lakh in 1975-76, Rs. 487 
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lakh in 1980-81, Rs. 584 lakh in 1985-86, Rs. 20307 in 1990-91 and Rs. 
24639 in 1998-1999. It shows continuous increase till 19%-97 but fall in 
the next two consecutive years. 
Rural Business of LIC 
Table No. 2.2 
Rural Business of Life Insurance Corporation of India 
Year 
1975 
1980 
1985 
1990 
1995 
1996 
1997 
1998 
1999 
Rtu'al Business 
Policies 
(in Lakh) 
5.72 
5.91 
9.52 
30.48 
49.02 
52.57 
60.33 
68.40 
81.23 
Sum 
Assured 
(in Crore) 
464.27 
603.77 
1569.62 
8086.35 
21571.00 
21263.59 
24278.73 
27550.69 
35372.94 
% of Rural Business 
to Total Business 
Polices 
31.85 
28.20 
35.26 
41.23 
45.10 
47.70 
49.20 
51.40 
54.70 
Sum 
Assured 
26.37 
22.09 
29.20 
34.33 
39.10 
41.00 
42.80 
43.30 
47.00 
Source: Adapted from The Economic Editors' Conference, October 2000 
The given table No. 2.2 shows that number of policies issued to rural 
areas in 1975 were 5.72 lakh representing 31.85 per cent of the total 
business. In 1980 it increased to 5.91 lakh representing 28.2 per cent of 
the total business, in 1990 it again increased 30.48 lakh representing 
41.23 per cent of the total business and in 1999 it became 81.23 lakh 
representing a record high of 54 per cent of the total business. The table 
also shows the rural sum assured, it was Rs. 464.27 crore in 1975 Rs. 
603.77 crore in 1980, Rs. 8086.35 crore inl990 and 35372.94 crore in 1999 
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representing 24.54 per cent, 22.09 per cent, 34.33 per cent and 47.00 per 
cent rural business respectively. 
Loans Advanced by LIC 
Table No. 2.3 
Loans Advanced to Various Development 
Activities of LIC 
(2000-2001) 
Authorities 
Electricity 
State Electricity Boards/Power Colorations 
Housing 
State Governments for Housing Schemes 
Apex Co-operative for Housing Finance Societies LIC 
Hsg. Finance Ltd. HUDCO, HDFC, NHB etc. 
Water Supply & Sewerage 
Municipal Committees/Water Supply & Sewerage 
Board and to State Government for Urban Water 
Supply Sachems 
Zilla Parishads for Rural Piped Water Supply Schemes 
Transport 
State Road Transport Corporations 
Industrial Developments 
Joint Stock Companies (including loans to Public 
Sector Co. 
Total 
(Rs. in Crore) 
2000-2001 
Amount Advanced 
470.82 
552.31 
1561 
109.39 
417.43 
48.05 
329.47 
3488.47 
Source: Adapted from 44th Annual Report 2000-01, Life Insurance Corporation of India. 
LIC of India provides a huge amount of loan to the various 
development activities. In the year 2000-2001 loans advanced to the 
state electricity boards/power corporation was Rs. 470.82 crore, for 
housing Rs. 213,31 crore, to water supply and sewerage Rs. 527.82 crore 
for industrial development Rs. 329.47 crore, and to state road transport 
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corporation Rs. 48.05 crore. All these loans and advances aggregates to 
Rs. 3488.47 Crore. It is evident that highest amount Rs 2112 crore goes 
to the housing finance. The second highest advance after the housing 
goes to the state electricity corporation and state electricity board. 
Performance of LIC at a Glance 
The table number 2.4 gives a comprehensive view of the performance of 
LIC at a glance including total new business, business in force, life fund 
investment, book value of total investments, book value of socially 
oriented investment, number of claim settlement etc. It can be seen that 
there is continuous growth in total new business between 1969-70 and 
1998-1999. The total new group business increased from Rs. 1339.82 in 
1969-70 to Rs. 7755934 in 1996-97 but declined in 1997-98 to Rs. 7661921 
and further to Rs. 6244665. Business in force and number of policies in 
force increased throughout the period. Total number of lives covered 
under group business shows an increasing trend between 1974-75 and 
1994-95 but a decreasing trend from 1996-97 to 1998-99. Life fund 
invested also increased steadily without any break. Book value of total 
investment including social oriented investment also increased between 
1974-75 and 1998-99. 
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Profitability of LIC 
The table number 2.5 given below present the profitability (element of 
financial performance) of LIC. Operating net profit to earned premium 
between 1974-75 to 1978-79 was negative, it was 11 per cent between 
1980 to 1989 but again turned negative. Net profit to earned premium 
was 4.67 per cent during 1974-75 which increased to 16.40 percent 
during 1979-80, between 1984-89 and 1988-89 it came down to 6.25 
percent but increased again. Net profit to net worth increased from 8.33 
per cent to 40 per cent between 1974-75 to 1996-97. Final net profit to 
total assets measures the overall efficiency of an enterprise and reflects 
the economic productivity of the total resources employed by the 
corporation which decreased throughout the period.^s 
Table No. 2.5 
Trend in Profitability Ratio of LIC 
Ratio/Year 
Operating Net Profit to 
Earned Premitim 
Net Profit to Earned 
Premium 
Net Profit to Net Worth 
Final Net Profit to Total 
Assets 
1964-
65 to 
68-69 
2.40 
9.00 
17.40 
5.20 
1969-
70 to 
73-74 
-8.40 
-1.75 
-2.00 
-0.25 
1974-
75 to 
78-79 
-1.00 
4.67 
8.33 
1.00 
1979-
80 to 
83-84 
11.22 
16.50 
28.00 
0.50 
1984-
85 to 
88-89 
10.00 
6.25 
21.00 
19.00 
1989-
90 to 
93-94 
0.80 
12.80 
38.00 
0.00 
1994-
95 to 
96-97 
-2.67 
12.67 
39.67 
0.00 
Source: Adapted from BSE, Various Years, Vol.-13 (ii) in Rao, D. T. Operational Efficiency of 
Life Insurance Corporation of India, Journal of Indian School of Political Economy, Vol. 10 
No. 3, July-Sep 1998. 
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2.3.2 General Insurance in India 
Like the life insurance, the Britishers also brought general insureince to 
India. The Triton Insurance Company Ltd. was the first general 
insurance company in India.26 The company was established in Calcutta 
in 1850 after 30 years of the establishment of first life insurance 
company in the country. As already discussed earlier that the process in 
India was reverse of what actually happened in the West where the first 
writer of the life insurance policy happened to be a marine insurer. But 
in India it was only due to the lack of industrial development that the 
non-life insurance was started only after the life business. Unlike most 
of the developing countries even today the insurance penetration in 
India is more in life insurance sector than in general insurance sector. 
In the beginning, there was no legislation to govern the operation of the 
general insurance business in India. Foreign insurance companies were 
being governed by the law of the country of their origin. The Joint Stock 
Companies Act of 1860 was the foremost act to govern the operation of 
general insurance in the country.27 Later the Indian Insurance Act 1838 
was passed which was related to general insurance business. 
The first general insurance company setup by the Indian was Indian 
Mercantile Insurance Company Ltd. in Bombay in the year 1907. The 
role of National Movement is equally important in the growth of 
general insurance companies set up by Indian as in the case of life 
insurance companies (set up by Indians). At the time of the 
independence, Indians held 60 per cent of the General Insurance 
business.28 
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In spite of the formation of various new companies (both Indian and 
foreign) the overall development of General Insurance in the country 
was insignificant. The branch of marine insurance was growing fast 
among the non-life form of insurance. Low standard of living, small 
scale operation and ignorance were major causes for negligible 
development of general insurance. 
In the 20* century, the condition of economic life began to improve, as 
the trade and commerce of the country started growing fast. The 
general insurance sector from 1907 (the year of establishment of !«' 
Indian general insurance company) to 1919 witnessed the establishment 
of five companies. From 1919 to 1939 at least 23 companies were 
established (which were existing in 1964) and from 1939 to 1948, 32 
general insurance companies were established. The increasing number 
of insurance companies forced the Indian Government to think about a 
code of conduct to be followed by these companies in order to ensure 
free and fah- business practice. Finally, Insurance Association of India 
framed a code of conduct for these companies. The Indian Reinsurance 
Corporation was established in 1956 to retain the maximum business 
inside the country. The Government of India also introduced a 
Government Reinsurance Company in 1961. In the year 1968, the 
Insurance Act 1938 was amended which provided the controller of 
insurance with various powers to regulate and control the general 
insurance business. 
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Nationalization of General Insurance Business 
January 1, 1973, is considered as milestone in the history of General 
Insurance of India, on which the general insurance business was 
nationalized through the General Insurance Business Nationalization 
Act 1972. At the time of nationalization, there were 107 companies 
involved in the business of general insurance in India. They all were 
taken over by the Government through general Insurance (Emergency 
provision) Act 1971. The General Insurance Corporation(GlC) of India 
was formed in 1972 with its four subsidiaries. The total business 
undertaken by the existing 107 companies was distributed among these 
four subsidiaries of General Insurance Corporation (GIC) of India. 
At the time of nationalization, the gross premium of Indian insurers 
was Rs. 57.28 crore, the gross domestic premium income in India was 
Rs. 184 crore and 88.5 per cent of total gross premium was going to 
Indian Insurers. The share of net claims payable to net premium was 
57.20 per cent and it was showing an increasing trend. The net 
commission was 12.5 per cent, which was also increasing. However, the 
percentage expense of management was declining and it was 20.1 per 
cent at the time of nationalization. The net claim payable was Rs. 1123 
crore. The total investment was Rs. 355 crore, the capital was Rs. 37 
crore and free reserve was Rs. 62 crore.29 
Growth of General Insurance Premium in India 
The following table shows the gross direct premium collection of 
general insurance sector of India from 1975-76 to 1998-99. The gross 
direct premium collection of GIC shows a highly fluctuating trend and 
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the overall growth in the premium collection was sufficient. The gross 
direct premium collection of National Insurance Company increased 
from Rs.98.59 crore to Rs. 1762.09 crore between 1980-81 and 1998-99. 
Table No. 2.6 
Year 
1975-76 
1980-81 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1994-95 
1997-98 
1998-99 
Gross Direct Premium by General Insurance Business 
(Rs. Crore) 
GIG 
-
44.04 
17.84 
22.73 
24.32 
33.21 
41.51 
49.80 
40.50 
21.11 
119.51 
88.38 
National 
Insurance 
-
98.59 
142.56 
168.21 
199.26 
239.25 
277.96 
317.08 
452.82 
443.02 
945.36 
1604.82 
82.43 1762.09 
New 
India 
Insurance 
-
128.03 
232.32 
274.37 
315.80 
370.21 
433.82 
502.63 
733.54 
717.40 
1524.49 
2433.73 
2522.82 
Oriental 
Insurance 
-
111.26 
171.29 
202.53 
227.12 
258.27 
306.24 
3540.23 
511.01 
500.49 
1074.35 
1677.95 
1938.07 
United 
India 
Assurance 
-
121.08 
19.38 
227.25 
267.25 
303.27 
363.60 
428.44 
411.05 
596.64 
1295.72 
1930.64 
2142.55 
Total 
286.00 
503.00 
761.39 
895.09 
1034.48 
1204.31 
1423.13 
1652.18 
2348.92 
2278.66 
4959.43 
773.52 
8447.96 
Source: Compiled from various reports of the companies and IRDA. 
The collection of New India Insurance Company also increased during 
the same period from Rs. 1218.03 crore to Rs. 2522.82 crore. Oriental 
Insurance Company's gross direct premium collection increased from 
Rs. 111.26 crore to Rs. 1938.07 crore. Gross direct premium collection of 
United India Assurance Company was Rs. 121.08 crore in 1980-81, 
which increased to Rs. 2142.55 crore in 1998-99. Therefore, it may be 
concluded that the gross direct premium collection of general insurance 
sector recorded a high growth during the period. 
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Table No. 2.7 
Net Premium Income by General Insurance Business 
Rs.In Crore 
Year 
1975-76 
1980-81 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1994-95 
1997-98 
1998-99 
GIC 
-
-
142.93 
174.69 
224.15 
222.23 
287.32 
321.79 
460.23 
434.23 
1018.31 
1510.16 
1690.80 
National 
Insurance 
-
-
110.43 
132.74 
159.73 
186.47 
220.00 
255.07 
366.42 
348.46 
768,93 
1263.24 
1529.20 
New 
India 
Insurance 
-
-
187.66 
225.60 
253.48 
296.98 
341.67 
398.63 
576.75 
569.66 
1333.44 
1945.00 
2240.25 
Oriental 
Insurance 
-
-
125.86 
152.52 
174.33 
191.39 
227.99 
265.89 
384.71 
380.66 
821.89 
1235.84 
1450.29 
United 
India 
Assurance 
-
-
158.20 
193,72 
218.88 
253.88 
289.36 
338.43 
466.38 
452.75 
936.86 
1402.73 
1939.58 
Total 
281.00 
481.00 
725.08 
881.08 
1030.57 
1190.50 
1366.34 
1579.81 
2255.81 
2085.76 
4879.43 
5846.81 
8394.04 
Source: Compiled from Various Reports of the Companies IRDA 
The table given above shows the net premium collection of general 
insurance sector of India from 1975-76 to 1998-99. The gross premium 
collection of GIC shows an increasing trend and the overall growth was 
found sufficient. The net premiimi collection of National Insurance 
Company increased from Rs.110.43 crore to Rs. 1529.20 crore between 
1980-81 and 1998-99. Premium of New India Insurance Company also 
increased during the same period from Rs. 187.66 crore to Rs. 2240.25 
crore. Oriental Insurance Company's net premium collection increased 
from P^. 125.86 crore to J^. 1450.29 crore. Net premium collection of 
United India Assurance Company was Rs. 158.20 crore in 1980-81 which 
increased to Rs. 1939.58 crore in 1998-99. Therefore, it can be concluded 
57 
Insurance in India: Historical Overview 
that the net premium collection of general insurance sector recorded a 
high growth during the period. 
Performance of GIC: At a Glance 
The table number 2.8 depicts the financial performance of the general 
insurance industry at a glance. Gross direct premium has already been 
discussed in the preceding section. It can be seen that percentage 
increase in the gross premium over previous year has increased 
between 1975 and 1990-91, it has been fluctuating thereafter and to 
some extent has decreased during 1998-1999. Total capital of the general 
insurance industry increased from Rs. 34 crore in 1975 to Rs. 375 crore 
in 1993-94 and remained constant thereafter. The ratio of net claims to 
net premium increased substantially during 1975 and 1998-1999. 
Investment income during the same period increased from Rs. 38 crore 
to Rs. 2322 crore. Percentage yield on investment income was 7.9 per 
cent in 1975 which increased to 13.5 per cent in 1991-92 and after that it 
remained almost constant. Profit before tax increased from Rs. 29 crore 
in 1975 to Rs. Rs. 1082 crore in 1993-94 but shows a sudden decrease to 
Rs. 503 crore in the following year, as expected it again increased to Rs. 
1623 crore in 1997-98 but again declined slightly in the year 1998-99. 
Profit After Tax (PAT) gives almost the same trend of ups and downs. 
Dividend paid to the government by the general insurance industry 
increased substantially between 1975 and 1998-1999. Dividend paid to 
the GIC by the subsidiaries also increase between 1975 and 1997-98 but 
declined in the following year. 
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2.4 Indian Insurance Industry at the Time of Opening-up 
To study the effect of insurance reform on Indian insurance industry in 
post liberalization period or in others words we can say that to know 
the impact of insurance reform it is required to know the state of 
insurance industry at the time when the liberalization was introduced. 
Overall, it is evident that the insurance industry in India did experience 
sizeable growth in absolute terms but certairily, there were some 
deficiencies, which motivated the Government for setting-up Malhotra 
Committee on insurance sector reforms. It never means that lack of 
development of the sector itself is the single reason for the opening up 
of the insurance sector. There were some vital macro economic reasons 
and more importantly, it has been a part of inevitable economic 
reforms. The growth and development of insurance sector largely 
depends upon the growth and development of industry, trade and 
commerce and improvement in the living standard of the f)eople of the 
nation. 
In principle, every individual is a potential candidate for life insurance. 
But in reality, financial condition limits the potential on the account of 
practical condition of the insurable worth of a person to the insurer and 
the capacity of the person getting insured to pay the insurance 
premium after meeting other pressing and more immediate needs. For 
example the overall work participation rate as per the 1991 census was 
37.46 per cent out of which 3.36 per cent belong to the marginal class 
workers which is excluded to arrive at insurable population.^ The 
people who hardly manage to full-fill their physiological need can not 
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think about their safety needs. In spite of reasonably good development 
and growth of the insurance sector, Indian insurance market is far 
behind that of many other developing countries. The share it claims and 
the place it occupies in the world insurance market is insignificant. 
The size of insurance market both life and non-life together was US $ 8 
billion, and average growth of the life sector was 20 per cent but for 
non-life sector it was only 12 per cent. The market was open in August 
2000. At the time of the liberalization, the insurance penetration 
(premium as percentage of GDP) was 1.77.31 Per-capita spending on 
insurance in India was only US $8.5, whereas per capita spending on 
insurance was US $68.6 in Brazil, US $ 163.0 in Chile, US $ 1022.8 in 
South Korea and US $140.4 in Malaysia. Insurance penetration for life 
was 1.39 per cent of GDP and for non-life it was only 0.61 per cent of 
GDP.32 India's share in premium of world premium was only 0.36 per 
cent. The global market for life insurance is estimated to be around US 
$141.3 billion and the Indian market was estimated at US $0.6 billion 
just 0.43 per cent of the world market. The non-life global market was 
estimated about US $911.7 billion, out of this the Indian market was 
about US $2.3 billion. This was just 0.25 per cent of the world market.33 
Organizational Structure and Employment 
When we take the organization of insurance comparues, we find both 
the Lie of India and GIC of India organizationally very strong. On 
March 31 1999 LIC of India was providing service with 7 zonal offices, 
100 divisional offices and 2048 branch offices all over the country. The 
branch offices comes imder divisional offices and divisional offices 
61 
Insurance in India: Historical Overview 
comes under the zonal offices. On the other hand, GIC of India and its 
four subsidiaries had 91 regional offices, 1364 divisional offices and 
2499 branch offices. LIC provided employment to 124385 people 
comprises of 15811 Qass I offices, 18111 development offices 78897 
supervisory and clerical staff 11566 subordinate staff. The corporation 
spent Rs. 11,131.97 lakh for the payment of salary. Number of offices 
indicate the geographical spread of these organizations and how these 
two corporations have been operating throughout the country. It cein 
also be observed that these two corporations have provided 
employment to such a large number of people in the country. 
Table No. 2.9 
Number of LIC Employees in India 
and Gross Salary for the Month of March, 1999 
(As on 31.3.1999) 
Class 
Class 1 Officers 
Development Officer 
Supervisory and 
Clerical Staff 
Subordinate Staff 
Total 
No. of Employees 
15811 
18111 
78897 
11566 
124385 
Gross Monthly Salary for 
March, 1999 
(Rs. in Lakh) 
2367.00 
1892.18 
6253.78 
619.01 
11131.97 
Source: Adapted from 42™i Annual Report, 1998-1999, UC of India, 
Table No. 2.10 
Number of Active Agents and their Average Business 
As on 31st March 
1998 
1999 
2000 
No. of Active Agents 
558517 
598217 
683190 
Average Business 
1139047 
1259013 
1328292 
Source: Adapted from 43rd Armual Report, 1999-2000, Life Insurance Corporation of India. 
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Apart from providing employment to such a large number of people 
Lie of India also provided livelihood to its agents. There were 558517 
active agents in 1998, the number grew to 598271 in the following year 
and to 688190 in 2000. They were doing an average business of Rs. 
1139047, Rs. 1259013 and Rs. 1328292 respectively. It can be observed 
that both the number of agents and their average productivity is 
increasing. 
Table No. 2.11 
Number of Employees in GIC and Indian Subsidiaries 
Category 
Officers 
Development Officers 
Supervisory & Clerical Staff 
Subordinate Staff 
Total 
Total as on 31-3-1999 
15813 
12688 
45491 
10437 
84429 
Source: Adapted from Twenty Ninth Annual Report 2000-01 and Past Issues, General 
Insurance Corporation of India 
Table 2.11 provides us employment position of GIC. The total of the 
staff of GIC (including its four subsidiaries) was 84429 in the financial 
year 1999, comprising 15813 officers, 12688 development offices, 45491 
supervisory and clerical staff and 10437 subordinate staff. 
Insurance Products- At the time of liberalization, LIC had as many as 
60 products but just because of poor marketing of the product the 
general impression about the LIC of India was that it had orUy a few 
products to offer. Further, the difference between meiny prodiicts is 
sometime very thin and blurred and it makes product differentiation a 
difficult task. General Insurance Corporation had a range of 
approximately 150 products giving a wide coverage and insuring from 
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airplane to bullock cart. All the products provided by GIC of India falls 
under Fire insurance. Marine Insurance, Personal Accident Insurance, 
Burglary Insurance, Legal Liability Insurance, Motor Vehicle Insurance, 
Aviation Insurance, Engineering Insurance, Social Sector Schemes and 
Health Care Schemes etc,. Health insurance was also considered 
promising but was handicapped by poor marketing mix. 
Population insured- According to Malhotra Committee Report only 22 
per cent of the total insurable population w£is tapped so far.^ The share 
of rural market was reasonably good, the share of rural new business to 
total new business was 55 per cent in terms of number of policies and 47 
per cent in terms of sum assured.^s The rural business of LlC was 28,000 
crore under 70 lacks policies in 1998-99. In health segment the 
performance was not very impressive. 
Life Insurance Fund 
Table No. 2.12 
Life Insurance Fund 
(As on 31 March, 1998 to 2000) 
(Rs. in Crore) 
Year 
1998 
1999 
2000 
Fund 
105832.89 
127389.06 
154043.73 
Source: Adapted from 45th Annual Report 2001-02, Life Insurance Corporation of India 
It is quite visible from the above table No. 2.12 that Life hisurance fund 
of India was Rs. 105832.89 crore in 1998 which increased to Rs. 
127389.06 crore in 1999 and further to Rs. 154043.73 crore in 2000. 
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Therefore, it may be said that there was continuous increase in the life 
insurance fund. 
Net Lapses- The percentage of net lapses in life insurance business-in-
force was 5.1 per cent in the year 2000. The life insurance fund was Rs. 
154043.73 crore in the year 2000 and Rs. 186024.75 crore in the year 2001. 
Income of LIC- The total income of UC of India during the year ending 
2000-01 was Rs. 547460 crore out of which income from investment was 
as large as Rs. 359740 crore and interest on loan was Rs. 159740 crore. 
(Report on Development Banking in India 2000-01IDBI). 
Foreign Operation- LIC of India has also spread its activities in other 
countries and has its branches in the UK. Mauritius, Fiji etc. The 
corporation was having its share in UK with Sun Life where the 
corporation is marketing its unit-linked insurance products. LIC has 
also a subsidiary LIC (International) EC working in Bahrain in 
colobration with a local company. It is also making its presence felt in 
Kenya and Nepal. In its abroad business LIC managed to earn a 
premium of US $1.86 million in 2001-02. Business in force outside India 
in year 2002 was US $303.21 million under 87149 insurance policies. The 
General Insurance Corporation (GIC) has also been operating in 30 
countries. It is operating either directly or through branches in 16 
countries and through subsidiaries and associate compaiues in 
remaining 14 countries. During 1999-2000 total gross and net premium 
income from business operation in these countries were Rs. 488.76 crore 
and Rs. 440.36 crore respectively. 
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Claim Settlement- Performance of client service influence marketing of 
life insurance policies and their continuance afterwards. It influences 
the people's perception towards life insurance. The claim service 
operation is one of the important aspects of the customer service of any 
life insurance office.^ ^ 
Table No. 2.13 
Analysis of Outstanding Claims (Life) 
(As on 31.3.2000) Rs. in Crore 
Period for which the 
Claims are 
Outstanding 
Up to 1 Year 
More than 1 Year but 
Less than 2 Years 
More than 2 Years 
Total 
Maturity Claims 
Number 
111878 
8957 
6041 
126876 
Amount in 
Rs. 
13442.76 
987.36 
780.29 
15210.41 
Death Claims 
Number 
27176 
4004 
2314 
33494 
Amount in 
Rs. 
18475.3 
3129.58 
2166.41 
23771.29 
Source: Adapted from 43rd Annual Report, 1999-2000, Life Insurance Corporation of 
India 
Analysis of outstanding claims of LlC shows that as on Sl^ * March 2000 
the total number of maturity claims were 1,26,876 and the total number 
of death claims were 33,494. Amoimt of death clauns were Rs. 23,771.29 
crore and maturity claims were Rs. 15210.41 crore. In terms of number 
6,041 maturity and 2,314 death claims amounting Rs. 780.29 crore and 
Rs. 2166.41 crore respectively were outstanding for a period of more 
than two years. Likewise, there were 8,957 maturity claims and 4,004 
death claims amounting to Rs. 987.36 crore and Rs. 3129.58 crore were 
outstanding for more than one but less than two years. Similarly, there 
were 1,11,878 maturity claims and 27,176 death claims amoxmting to Rs. 
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13442.76 and Rs. 18475.3 respectively were outstanding for less than a 
year. 
The performance of GIC with regard to settlement of claims was as 
weak as that of the LIC. The total number of claims outstanding as on 
April 1, 1999, were 9,57,331. Number of claims intimated during 1999-
2000 were 23,90,830. Number of claims outstanding as on 31^* March 
2000 were 10,09,542.37 The table given below provides the performance 
of the claim settlement of all four subsidiaries of GIC during 1999-2000. 
From the table it can be observed that New India has the highest claim 
settlement rate of 74.5 per cent and the United India has the poorest rate 
of 64.2 per cent, the average rate is 69.8 per cent. 
Table No. 2.14 
Company 
National 
New India 
Oriental 
United 
India 
Total 
Analysis of Outstanding Qaims (General) 
No. of 
Claims 
Outstandi 
ng as on 
1-4-1999 
187712 
255889 
249327 
264403 
957331 
(During 1999-2000) 
No. of 
Claims 
Intimate 
dDiuing 
1999-
2000 
560193 
858709 
463975 
507953 
2390830 
No. of 
Claims 
Settled 
During 
1999-
2000 
546025 
830611 
466163 
495820 
2338619 
No. of 
Claims 
Outstandin 
g as on 31-
3-2000 
201880 
283987 
247139 
276536 
1009542 
Claims 
Settlement 
Rate (%)[No.of 
Claims Settled 
X 10Cy(No. of 
Claims 
Outstanding + 
No. of Claims 
Intimated)] 
73.0 
74.5 
65.4 
64.2 
69.8 
Corres-
ponding 
% for 
1998-99 
72.7 
77.2 
69 
78.4 
74.7 
Source : Twenty Eight Annual Report 1999-2000, General Insurance 
Corporation of India 
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Investment Policy of Life Insurance Sector 
Investment made by the insurance companies plays a vital role in 
the development of an economy. Insurance companies has been 
providing huge funds to the economy. In an economy the 
investment pattern of the insurance companies, to some extent, 
affect the infrastructure and socieil development. The investment 
of life insurance sector in centrzd government security was about 
40 per cent, in state government and other guaranteed security it 
was about 9 per cent. About 10 per cent investment was made in 
housing and infrastructure each. About 20 per cent investment 
was made in approved investment and remaining in other 
approved securities in the year. 
Table No. 2.15 
Sector-Wise Investment of Life Insurance Companies in Pre-
Liberalized Indian Economy 
(Rs. in Crore) 
he 
1998 
1999 
2000 
1 « 
O u 
OS 
« 9 
c « 
U CD 
u 
45876.26 
(40.78) 
56185.25 
(39.55) 
70533.26 
(40.44) 
«8 -rt 
o ?i c '^  
10471.18 
(9.30) 
12928.35 
(9.10) 
14156.29 
(8.17) 
bO 
B 
O 
X 
12242.00 
(10.88) 
14207.35 
(10.00) 
15885.75 
(9.10) 
1 
12270.39 
(10.90) 
14597.85 
(10.28) 
17228.16 
(9.88) 
T3 ^ 
< c 
19222.93 
(17.09) 
29649.38 
(20.87) 
40075.83 
(22.98) 
« a» B 
12396.67 
(11.02) 
14459.47 
(10.18) 
16521.65 
(9.47) 
O m 
H « 
C 
112479.43 
(100) 
142027.73 
(100) 
174400.94 
(100) 
Source: IRDA Annual Report, Various Issues in Ali, Sajid., Impact of Economic Liberalization 
on Insurance Sector, (impublished Ph. D thesis) Departaent of Commerce, AMU, Aligarh. UP 
Note: Figure within brackets indicates percentage to total 
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Investment Policy of General Insurance Sector 
During the period the general insurance sector made an average 
investment of 22 per cent in central Government securities, 9 per cent in 
state Government and other guaranteed securities, 18 per cent in 
housing, 3.5 per cent in infrastructure, 43 per cent in approved 
investment and 3 per cent in oihei approved investment between 1998 
and 2000. It can be observed that investment in central government 
securities and infrastructure is increasing but investment in housing has 
been substantially reduced. 
Table No. Z16 
Sector-Wise Investment of Non-Lie Insurance Companies in Pre-
Liberalized Indian Economy 
(Rs. in Crore) 
O v 
ti 3 
u • 
o8 T3 
ii o5 
CD 
bO 
c 
(» 
o 
X 
•a c 
o S 
< s 
C T3 C 
0 < £ 
O cn 
1998 3562.39 
(16.36) 
1560.62 
(7-16) 
9236.18 
(42.42) 
601.30 
(2-76) 
6295.60 
(28.91) 
475.29 
(2-18) 
21731.47 
(100) 
1999 4139.21 
(24.60) 
2000 5018.62 
(26.29) 
1670.85 
(9.93) 
1039.16 
(6.17) 
650.26 
(3.86) 
8659.20 
(51.45) 
668.89 
(3.98) 
16827.57 
(100) 
1829.36 
_ ( 9 ^ 
1239.75 
(6.49) 
750.69 
(3.99) 
9545.26 
(50.00) 
706.63 
(3.70) 
19090.31 
(100) 
Source: IRDA Annual Report, Various Issues in Ali, Sajid., Impact of Economic Liberalization 
on Insurance Sector, (unpublished Ph. D thesis) Department of Commerce, AMU, Aligarh. UP 
Note: Figure within brackets indicates percentage to total 
It is clear from the above description that insurance business is well 
established in India and performing well. 
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Privatization of Insurance Sector in India 
The previous chapter has given us the detail about the origin of the 
insurance, origin of marine. Life and Fire Insurance and development of 
insurance in the Indian subcontinent. Nationalization and development 
of the insurance in the country and the state of Indian Insurance sector 
at the time of opening up of the insurance sector has been discussed in 
detail. In this chapter we will deal with the concept of privatization, the 
process of privatization in India and privatization of Indian insurance 
sector in detail which covers formation of the committee for reform in 
the insurance sector, establishment of IRDA, entrance of private 
companies and their performance. 
3.1 Introduction 
The Twentieth Century A.D. witnessed two great waves, the wave of 
nationalization in the first half of the century, the process of which 
extended to considerably large portion of the century and the wave of 
privatization in the last two decades of the century, the process of 
which is still rolling on. When the wave of nationalization started, 
countries believed that the change of the ownership from private to 
public will be able to solve most of the social, economic and political 
problems of the economies. The wave of privatization started in the last 
quarter of the century and soon the world economic system bowed 
down to this storm. 
PHvadzadon of Insurance Sector in India 
This cyclical shift of ownership from private to public and again from 
public to private taking their strength from each other's flaws seems to 
be mutually exclusive. This development over the century knowingly or 
unknowingly became a contest of ideology in spite of becoming a 
solution to the problems. It is very difficult to decide whether the entire 
process is less economic and more political or more economic and less 
political but the central thesis of the whole exercise lies in the assessing 
and redefining the role of Government, its duties and responsibilities 
and rebalancing the role of the state and private enterprises in the 
economy. 
Since the days of great depression we have relied increasingly on the 
state for; maintaining employment, keeping inflation under control, 
maintaining prices and establishing rule for the settlement of industrial 
disputes. At the end of Second Worid War II the issue of the form of 
ownership, private or public came to surface especially in the West^ 
Further, the role of state, both, in a free market economy and in a 
planned economy differs. But for an economy, the form of ownership 
whether private or public is not an end in itself but a means to an end. 
3.2 Privatization 
Privatization is the ti-ansfer of property or responsibility from the public 
sector. The term can be referred to partial or complete ti-ansfer of any 
property or responsibility held by Government. A similar ti-ansfer to the 
opposite direction could be referred to nationalization of some property 
or responsibility.2 The term was coined in 1936 in a chronicle published 
in tile Economist. It is tiiought to be popularized by tiie economists 
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during the 1980s.3 Privatization may be understood as the process 
whereby activities or enterprise that were once performed and operated 
by the Government are performed, managed and owned by private 
business and individuals.* 
Privatization is only a modem name assigned to the concept of Laissez-
faire coined by Adam Smith and other classical economists.^ But this 
time, the policy has not been renamed only but has also been revised 
and redefined in terms of its role in modem economies. And it has been 
adopted enthusiastically in believe that the privatization will 
automaticaUy correct all the deficiencies. The word "Privatization" has 
been receiving much attention in business. Government and academic 
circles all over the world. In fact, the language and programme of 
privatization have spread so rapidly throughout the world that the 
phenomenon can be linked to a revolution or a boon.^ 
In broader sense the term privatization may be interpreted to include 
and enlarge the share of private sector in the production of goods and 
services and fewer control and regulation by the state in the economic 
activities. Privatization may embrace any step towards liberalization or 
deregulation of activities such as removal of price and controls, 
reduction in duties and taxes and production, income and profits, 
relaxation in foreign collaboration, liberalize trade regime, removal of 
quantitative restrictions and free flow of foreign capital. The chief 
objectives of privatization are improving efficiency and competition, 
avoidance of political interference in enterprise management and 
widening of ownership of economic assets. 7 
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Though, the term 'privatization' was coined long before but the 
privatization as poKcy is the product of the 1980s. In recent past, the 
process of privatization initiated only after its practice was started. 
Generally, people use the term in the context of enterprises and shift in 
ownership but for the policy makers this is essentially a process of 
rebalancing the relative role of the state and the market Thus, 
privatization may be described as a process by which some or a major 
part of the ownership and control of the enterprise shifted from 
Government to the private sector. 
Peter Drucker used the term privatization in his famous book 'The Age 
of Discontinuity' in 1969.8 The first ever privatization was done by Mrs. 
Thatcher in UK. Mrs. Thatcher started this process by selling out all or 
part of 13 companies ranging from utilities like British Telecom and 
British Gas to some important industrial concerns.^ The German 
Democratic Republic (GDR) further gave impehis to the process by 
privatizing 4500 state owned units. Privatization did not touch only the 
industrial economies but it also swept through the transition economies 
in Latin America, Asia and East Europe. In a private enterprise 
economy, the role of the state is strictly lunited to the task of providing 
a legal framework and ensuring that it is not being violated. The basic 
feature of this regulatoiy function is contract and private property. 
Ownership and control of production of goods and services is in the 
hands of private ownership. 
Privatization covers a great range of ideas and policies. It is a policy 
movement and process that shows every sign of reconstituting major 
institutional domain of contemporary society. Paul Starr summarizes 
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f: 
the meaning of pT^i^^zatixjrrtig^^n^^a, as theory and as a political 
practice.io 
Privatization as an Idea 
To make the meaning of privatization as an idea more dear he came up 
with the distinction of public and private and offers the political 
meaning of privatization. 
Distinction between private and public- When we distinguish public 
and private there are two ideas that public is to private as open is to 
closed and that public is to private as whole is to part In public 
meeting, public conference or public place public is for open as private 
is for closed in private home, private life or private dairy. In public 
money, public opinion or public interest public means the whole and 
not necessarily means government. Here public sands for the common 
as opposed to that of a part or an individual. Distinction between public 
and private leads to a sharp conflict. Marketplace is essentially private 
to economists but public to sociologists and anthropologists. While 
economists use the public-private distinction to signify the contrast 
between state and market, social scientists include the market and 
politics in public and contrast them with private domain of a family. 
Though these complexities and manipulation do not invalidate their 
usefulness and underlying meaning, private or public is not enough to 
specify a form of organization and its relation to the state. Consequently 
it is very risky to generalize about the public versus privatization 
organizations. 
Privatization as Political Activity- political meaning of privatization 
says that privatization includes (i) any shift of activities or functions 
from public to private sector, and (ii) any shift of production of goods 
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and services from public to private. Besides directly producing services, 
government establish legal framework and regulate the privately 
produced and consumed goods and services. Four types of policies can 
bring such a shift. First, the cessation of public programme and 
disengagement of government from specific kind of responsibilities. 
This is called privatization by 'attrition'. In this case government runs 
down its services. Second, privatization may take the explicit form of 
transfer of public assets to private ownership, through sale or lease of 
public land, infrastructure or enterprises. Third, instead of directly 
providing some public services, the government may finance private 
services. Finally, privatization may result from the deregulation of entry 
into the sector previously freated as public monopolies. The extent of 
privatization may vary from total privatization as in the case of 
disengagement of government from some policy domain to partial 
privatization. 
Privatization as Theory 
The theories of privatization can be divided into three views, economic 
theory of privatization, sociological theory of privatization and political 
view of privatization. Further there are two models of economic 
theories, privatization as reassessment of property right and 
privatization as reallocation of economic factors. 
Privatization as Reassessment of Property Right- private ownership 
and competition are normally thought to go hand in hand but the two 
issues of ownership and market structure are often separate. Here a 
difference of opinion among the economists appears regarding the 
preference of two: private ownership and competition. Those who 
believe that the efficiency depends on private ownership favor 
78 
Privatization of Insurance Sector in India 
privatization even in the case of generally regarded natural monopoly 
but those who believe that efficiency may depend on privatization but 
privatization is not the only factor to increase the efficiency put 
emphasis on other policy issues like deregulation. The theory of 
property right explains the difference in organizationzJ behavior solely 
on the basis of the incentive created by the ownership structure. 
According to this view property right specify the social and economic 
relations. Therefore, it becomes important that to whom these rights are 
assigned and how the rights of ownership are regulated and restricted 
by the state. More the individuals gain from property right more they 
are motivated to use property under their control and vice versa. 
Property right does not find even a single particular condition that 
might cause a public institution to perform well. It takes the market as 
condition forjudging value and finds public institution deficient as they 
fail to measure up to that standard. It gives no weight to the monitoring 
capacity of the state and various institutions of a liberal democracy like 
press etc. It says that public sector is irredeemably inefficient and 
privatization is the only remedy. This theory is very radical and 
recommends privatization of public domain like grassland, ponds etc. 
Privatization as a Relocation of Economic Functions- Though, this 
theory also carry a highly critical view of public institutions this is more 
rational and more qualified, it favor competition over privatization. 
This theory view competition as the critical issue and it is inclined to 
favor privatization insofar as it represents a move towards competition 
xmder conditions when markets should be expected to work efficiently. 
Mainstream views do vary, however, about the proper role of public 
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institutions in producing public goods and mjinaging natural 
monopolies. According to this view imperfect information, externalities, 
increasing returns to scale, and (in some versions) inequalities of wealth 
prevent the market from achieving optimal performance; it is then a 
short-though not a necessary-step to say that where the market fails, 
some form of public ownership or regulation is justified but to perform 
better a market need not to be perfectly competitive and when market 
fails the performance of government will be only worse. Here comes the 
role of nonprofit sector. The theory does not allow sunk investments in 
organizational capacity and hence criticize relocating an industry in a 
different sector. The most serious defect of this approach is that, like all 
the economic models, it is principally concerned with efficiency and has 
little to say about the effects of organizational design on other values. 
Privatization as Community Empowerment- Privatization as 
community empowerment talks to empower non governmental 
organization, community organization, self help group and other less 
formal mediating institution. Privatization as commuruty 
empowerment stands in sharp contrast to the privatization as an 
extension of property right. It consider group right more important than 
individual right. This privatization with a human face has certain 
degree of resemblance with left wing interest in community 
organization and cooperatives. Community empowerment is good idea 
but if it is to come at all it will come from a more government 
intervention and not from privatization. 
Privatization as Reduction of Government Overhead- According to 
this theory privatizing government enterprises and public services will 
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direct aspirations into the market. Privatization can cure budget deficit 
to some extent. It term privatization as employment relation and shift in 
the wage burden from state to private enterprisers. In the case of 
privatization when jinything goes wrong people redirect their anger to 
private service providers. 
Meaning of Privatization as Political Practice 
The meaning of privatization also depends on the privatizing nation's 
position in the world system, this contextual factor make visible the 
practice of privatization and the clash of the theory of privatization and 
the political practice of privatization. In the third world where the likely 
buyers of the public enterprises are foreign the privatization often 
means denationalization. The more dependent a nation on the foreign 
investment, the greater the likelihood that privatization will raise the 
prospect of diminishing sovereignty and excite the passion of 
nationalism. The conflict between privatization and national interest 
depends upon the nation's place in the world system. Weaker the 
nation more likely the conflict is. One social factor that the political 
owners and contractors in privatization represent specific interest 
groups is some time true. Privatization of some assets like radio station 
are not only economic but political as well, the state may place them 
into the hands its allies for political gains. The government may be 
politically benefited from the individuals and groups who gains from 
the termination of public sector enterprises. Further the government 
may under-price the share of public sector enterprises for political 
gains. 
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Route of Privatization 
There are different routes or ways of achieving privatization. Different 
economies have different complexities, social and economic state, 
institutions and finally they may be at the different stage of economic 
development. These factors force an economy to adopt a route or a set 
of routes suited to the country. Policymakers are aware of the need to 
view privatization as a process of rebalancing, the relative role of state 
and market, but generally the concept is used in the context of 
enterprise." Privatization may be the transfer of ownership of PSEs, it 
may also be broadly defined as a process that aims at reducing role of 
the state and the public sector in the nation's economic activities.12 
These two important aspects of privatization may results into following 
two board routes of privatization. These two broad routes are not 
mutually exclusive. 
Related to the Role of State 
(i) Allowing private sector: Under economic policy, certain sectors 
are reserved exclusively for the state sector. In such economy 
privatization may take tiie form of relaxation in such reservation.^^ 
Related to the Ownership of Enterprises 
(i) Sale of Assets: This is called 'divestiture'. Under this method, the 
state enterprises are sold to the private owners. This method has been 
proved successful. The process achieved through sale of equity. It is 
easier to complete this process in countries with well developed capital 
market but difficult in those coimtries with less developed capital 
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market. Further this sale car\ be made through Initial Public Offer (IPO) 
or strategic sale.i* 
(ii) Denationalization: This is the reverse process of the nationalization, 
there are large numbers of cases where the privatization have taken the 
route of denationalization.15 
(iii) Management Employee buyout: This method is an alternative to 
sale in which Management and employee buy out major stake in their 
firm. State in this process do not face any major obstacle, it also creates 
sense of belonging among employees but under this process the state 
realizes very low revenue and the enterprise fails to bring new skill and 
technology in the firm.^ ^ 
(iv) Equal Access Voucher: This form of privatization involves 
distribution of vouchers across the population and attempt to allocate 
assets appropriately and evenly among the voucher holders. Such a 
programme raises no revenue and is rare in practicc^^ 
(v) Leasing: Leasing of the state owned enterprises to a private party is 
another important method in which the state do not sell but lease out 
the enterprises to private party.is 
(vi) Transfer of Management: Under this method orUy the management 
of PSE is transferred.^^ 
(vii) Franchising: Government may allow private parties for the 
production and distribution of goods and services. This system is 
particularly suitable for services.20 
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(viii) Liquidation : Liquidation is the process by which the enterprise's 
life comes to an end and the enterprise ceases to exist Sometime the 
Government uses this method of privatization as well 
Objectives of Privatization 
The basic objective of privatization is to improve performance of the 
PSEs, so as to reduce the financial burden exchequer. The other 
objectives aim at; increasing the size and dynamism of the private 
sector, redistributing the ownership more widely among the population 
at large, encouraging and facilitating private investment from both 
domestic and foreign sources, generating revenue for the state, reducing 
the administrative burden of the state and in the former socialist 
countries - launching and sustaining the transformation of the economy 
from a command to a market model.21 Following are important 
objectives of privatization. 
> To improve the efficiency of the assets.22 
> To make the process of economic decision-making more rational 
and to keep these economic decisions clear of politics. 
> To bring down public outlay, taxes and borrowing requirement. 
> To promote private ownership and wide distribution of the 
resources and development of the capital market.23 
> To promote equity by redistributing the ownership. 
> To encourage and facilitate private investment both investment 
from inside and outside the country. 
> To reduce the state's burden of governance. 
84 
Privatization of Insurance Sector in India 
> To raise revenue for the state to invest in different development 
activities.24 
> To withdraw state on the behalf of public at large and to manage 
the business on behalf of shareholders.^s 
> To create the fear of bankruptcy which lacks in public sector. 
Rationale of Privatization 
The rationale of privatization varies in different countries as the 
objectives of privatization differ. Some of the important and common 
grounds can be summarized under the following points. 
> Profit orientations of the private firms force them to work more 
efficiently and effectively which in turn improve the productivity 
of the firms.26 
> Accountability and responsibility in private sector through 
proper division of work is more clearly defined.27 
> Private sector does not suffer with politically motivated 
appointments at top level.28 
> Public sector is too structured to take timely decisions but private 
sector does not suffer from delay in decision making.^^ 
> Market discipline is more pronounced in private sector. 
> It reduces the fiscal burden of the state by relieve it from the 
burden of loss making PSEs and reducing the size of 
beaurocracy.3o 
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> Privatization provides the state with the fund realized from the 
sales of PSEs which helps the Government in development plan.^^ 
> Privatization helps to accelerate the pace of economic 
development as it attracts more resources from private sector. 
> Privatization also encourages entrepreneurship in the economy. 
> Privatization eliminates the monopoly of public sector 
enterprises. 
Shortcomings of Privatization 
The process of privatization does not only posses the merits but some 
demerits as well. Following are some of the important limitations of the 
privatization. 
> Privatization may results in cutting some essential services which 
has been provided by PSEs. 
> Privatization frequently results into downsizing. 
> Public sector does not only focus on profit making but play an 
instrumental role in achieving some other important socio-
economic objectives of an economy .^ 2 
> The sale of PSEs to a private company may result into the 
substitution of public monopoly with private monopoly carrying 
all its sins and providing no relief to the customers.^ 
> Corruption in the valuation of PSE for sale is perhaps one of the 
most important issues in privatization. Privatization thus as an 
instrument of checking corruption has virtually failed. In some 
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countries, it exists to the extent that people refer privatization 
jokingly as Briberization.^ 
> One of the most important arguments in favor of privatization 
tt\at the change in ownership would improve the efficiency. 
Contrary to popular supposition neither the theory nor the 
empirical evidence on privatization provides unqualified support 
for this belief.^ 5 
> Privatization of profit making PSE cause loss of revenue to the 
state.36 
> Privatization of defense and other strategic sector is against the 
national interest.^^ 
> Poorly planned privatization will do more loss than any good. 
According to Adam Smith Institute, London, many Government 
in Eastern Europe and in the former Soviet Union have 
committed the classic error of selling state monopolies intact into 
private hands without breaking them up or creating mechanism 
to regulate.38 
> Privatization will further increase the degree of already 
concentrated assets in few hands. 
> Performance of any industry depends upon many factors beyond 
ownership and mere the ownership public or private does not 
determine the performance.^^ 
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3.3 Privatization in India 
Initially the most important reason for establishing PSEs in the sector 
other than of strategic and basic in nature and those providing public 
utility was the inability of private sector to invest huge capital in some 
industries.4o But unfortunately the state kept on investing and left 
hardly any sector. There were 1300 PSEs in India managed by Central, 
State or local Governments at the time of privatization of Indian 
economy. These enterprises managed as much as 55 per cent of the 
economy's (excluding house hold) capital stock and amounted for one 
forth of non-agricultural GDP of India.« 
India came with the policy decision of privatization in 1991. This policy 
decision was a part of the New Economic Policy launched in the midst 
of the economic crises. Earlier some cases of privatization were only the 
result of individual treatment. In July 1991, the Goverrunent of India 
came with a programme to sell off its equity in some of the PSEs. 
During July-December 1991, out of 246 Non-departmental Central 
Public Enterprises (CPE), only 40 Central Public Enterprise's equity was 
sold. The sale of equity ranges from only 10-40 per cent (except one case 
in which it was between 40-50 per cent). This privatization does not 
represent true privatization because commendable equities were not 
transferred and whatever was transferred went to Public Sector 
Financial Enterprises (PSFE). 
Over the past decade, India has been undergoing a programme of 
economic reforms and at the same time the economy has been growing 
at higher rate. As part of reform programme, India has been using one 
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or more of the different routes of privatization for privatizing a 
particular sector, some sectors that were earlier reserved for the public 
sector have faced privatization in the form that new private enterprises 
are permitted in those sectors, in others it has been using some other 
routes. As the list of reserved sectors was too long in India, 
privatization through allowing private enterprises has been the most 
common and unavoidable route of privatization frequently used in 
combination with some other routes. In this way. Government of India 
(GOI) came with a comprehensive policy for different sectors like 
telecom sector, power sector, road, shipping, airway operation, mining, 
banking and insurance sector. 
Extending the ongoing process, the Government of India announces in 
the budget 1998-99 that the stake of Government would fall to 26 per 
cent in PSEs except in the strategic enterprises where the Government 
will continue to hold the majority of shares. In the same year, the 
Government of India announced that the enterprises only covered in; (i) 
Arms and ammunition and defense equipments (ii) Atomic energy 
except use of nuclear power in agriculture and, (ii) Railway transport 
are under the category of strategic enterprises.^^ From the year 2000 
onwards, privatization can to be identified with a particular method of 
sales called 'strategic sale' the transfer of a controlling stake to a private 
party at one go.«ln the following budget of 2000-01, the state was 
willing to reduce the Govenunent's share even below 26 per cent in 
non-strategic enterprises if any economic urgency arises. 
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India in Post Privatization Period 
India has witnessed positive development since privatization on 
various paradigms. Compared with the historical trend, the impact of 
these policies has been positive and significant. The growth of economy 
during 1992-1993 to 1999-2000 was close to 6.5 per annum. The balance 
of payment position has also improved. Exports have done well, current 
account deficit have come down and foreign exchange reserve has 
increased. Industrial growth increased during the period 1993 to 1996 to 
over 9 per cent per annum. The inflation and fiscal deficit came down in 
late 1990s as compared to early 1990s.^ The average export-import ratio 
has increased in 1990s.45Therefore it may be said that privatization has 
been helpful in the development of Indian economy. 
3.4 Privatization of Indian Insurance Sector 
The entire financial sector in general and the insurance sector in 
particular have been highly regulated through out the globe. Beyond 
regulation insurance sector was reserved for the PSEs in most of the 
developing countries. The Uruguay Round of GATT advocated the 
removal of restrictive and non-tariff trade barriers so that there shall be 
free flow of international services to Less Developed Countries (LDCs), 
strengthening domestic capacity and improving efficiency and 
competitiveness will ultimately enhance economic growth.^ 
In India, the process to initiate Insurance Sector Reform as part of 
macro economic reform started with the Committee on Reforms in the 
Insurance Sector constituted in April 1993. The Committee submitted its 
report in January 1994. In the process of insurance reform, the passage 
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of Insurance Regulatory and Development Authority (IRDA) Bill in 
1999 marked a definite point in the move towards privatization of the 
Indian insurance sector.^ ^ This comprehensive bill allowed the entry of 
private enterprises in the sector. The entry of private companies was 
allowed in both life and non-life sector. The sector was opened in 
August 2000 for registration of the companies. Global insurance giemts 
started entering the sector soon after the opening of the sector. In the 
very first year, sixteen private companies, ten in life insurance and six in 
non-life insurance entered into the insurance sector. With these new 
companies, the strength of life insurers went from one to eleven and 
general insurers from four to ten.^ Earlier both LIC and GIC were 
enjoying monopoly in their respective sectors. Since opening-up, the 
private enterprises are striving to increase their share in the insurance 
market, at the end of March 2005 the premium share of all private life 
insurers together was 21.93 per cent and their share in policy was 8.50 
per cent. In general insurance business private sector together captured 
20.2 per cent of the gross direct premium.*^ 
Following are the major policy initiatives taken towards privatization of 
Insurance sector in India. 
Committee on Reform in the Insurance Sector 
The Committee on reform in Insurance sector was appointed in April 
1993, under the Chairmanship of Mr. R. N. Malhotra. The Committee 
constituted a working group from amongst senior executives of the LIC 
and GIC to collect, gather and analyse data and informations regarding 
the theory and practice of insurance in India and that of some other 
countries. The Committee in its report, after discussing in very brief the 
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economic reforms undertaken by the Government of India and 
presenting the insurance industry at a glance, has a detailed discussion 
on the insurance intermediaries and their role in the development of 
\he sector, insurance surveys, insurance product pricing, investment of 
insurance fund, rural and social sector coverage, reinsurance operation 
in the country, pension fund, the need of information technology in 
insurance business and insurance regulation. After giving 
recommendations on all the above matters, the committee further 
recommended about restructuring and privatization of the insurance 
sector. Though, the committee gave its recommendation on various 
issues covering from the appointment and training of agents to 
restructuring of the industry. Following are its recommendations which 
are directly related to privatization: 
> There is an urgent need to activete the insurance regulatory 
apparatus even in present set up of nationalized insurance. The 
committee also outlined some principle functions of the 
regulatory authority. The regulatory authority should be 
professional and financially and otherwise independent on the 
line of Security Exchange Board of India (SEBI).5o 
> The private sector should be allowed to enter insurance business, 
A single company should not be allowed to transact business in 
both life and general insurance. The number of new business 
should be controUed.si 
> The minimum paid up capital should be Rs. 100 crore. However, 
a lower capital requirement can be prescribed for state level co-
operative institutions taking up life insurance business.52 
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> The promoter's holding in a life insurance company should not 
exceed 40 per cent of the total paid up capital. However, if the 
promoters wish to start with a higher holding they should 
brought down their holding to 40 per cent within specified time 
period. Further, the promoters can not bring their share below 26 
per cent. No person other than promoters can hold more than 1 
per cent share of the company.53 
> Entry should be allowed at selective basis. Foreign companies 
should be required to float an Indian company and these 
companies should be allowed preferably in a joint venture with 
Indian partner.54 
> Before the private sector is allowed to enter into the Insurance 
sector the regulation and prudential norms should be finalized 
and the controller of insurance should start functioning 
effectively.55 
> If the new entrants are coming into life insurance business they 
should be required to write a specified portion of their business 
in rural and social sector and it should be ensured that the new 
companies are not hesitant in writing small policies. The new 
entrants to General Insurance should also be required to have a 
specified portion of their business as rural and non-traditional 
business. In case they fail to do so they must be subject to panel 
assessment by regulatory authority. 
> Tariff Advisory Committee should be de-linked from GIC and 
function as separate statutory body under such supervision of the 
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regulatory authority as may be necessary without becoming a 
part thereof.56 
> Claims should be settled promptly and in case of delay for no 
fault of insured, an interest at the rate of 2 per cent higher than 
bank rate should be paid.57 
> The system of licensing of surveyors by the controller of 
insurance should be given up as it has not served any useful 
purpose.58 
> The minimum limit of compulsory survey should be raised from 
20,000 to 1 lakh.59 
> Unit-linked pension plan should be permitted. This product 
posses great attraction and potential and it is very popular in the 
developed countries. ^ 
> To reduce the litigation the insurance ombudsman should be set-
up by the general insurance industry. 
> The provision of the Insurance Act 1938, regarding solvency 
margin should be revised.^i 
Justification of Privatization of Indian Insurance Sector 
> The majority of area previously reserved for the public sector had 
been privatized but the LIC was a monolith and there was very 
little competition among subsidiaries of the GIC. The question 
arises that why a consumer of insurance service should not be 
provided with a wider choice to get benefit of the competition in 
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terms of number of product, lower prices and better consumer 
services.62 
> The insurance awareness among the Indian people in general and 
among the non-holder of insurance policy in particular is very 
low.^ 
> Information, speedy communication and a risk free environment 
act as spring board of economic growth. Therefore, the insurance 
sector must come out and get the benefit of global cheinges. 
Insurance business remains a monopoly in very few countries.64 
> Though the LlC and GIC have done a commendable job in 
spreading the insurance business across the length and breadth of 
the country they still fall far behind the international standard 
and even from many Asian Countries in terms of technology and 
managerial skill, cost efficiency, product range and innovation. It 
was estimated that only 22 per cent of insurable population was 
covered by the life insurance at the time of privatization, LIC 
have only 65 million policyholders whereas the estimated 
population of middle class itself is 250-300 million. Only 13.4 
million new policies issued every year. Further, only 10 per cent 
of the workforce has old age income security in terms of pension. 
These indicator compared with broad economic variables 
suggests that there exist huge potential market. This potential 
itself calls private players.^s 
> Analysis of operational efficiency of LIC shows that life insurance 
policies are looked upon by the people as financial instrument 
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and people compare it with other instruments like, mutual funds. 
Term deposits etc. in terms of safety, return and liquidity. Taking 
notice to these factors it is therefore, needed to introduce 
competition to meet this challenge by providing tailor made 
products. 
> With the introduction of new technology, the productivity will 
increase which in turn would create demand for skilled human 
resources. Increased volume of business would raise the overall 
employment in the sector. 
> Privatization of insurance would increase the overall efficiency 
through increased utilization of resources. 
> Large amount of fund will be mobilized domestically through the 
insurance. 
> Privatization would also increase the scope of the operation of 
insurance business from limited area to the imtapped area. 
> Privatization will enable MNCs to enter into the Indian insurance 
sector which will bring new technologies and managerial skill, 
economy of scale, greater actuarial imderstanding, and better 
portfolio management. 
> Experiences of the countries which have already liberalized their 
financial market and insurance market advocate to open-up the 
Indian insurance industry. Commimication and information 
technology revolution and many other factors have made the 
world financial sector highly dynamic and closely integrated. In 
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this situation integration of Indian insurance with rest of the 
world is inevitable, 
> When Indian became the member of WTO it was obligatory to 
dismantle the non-tariff barriers and open the market. Further 
General Agreement on Trade in Services (GATS) force to open up 
the insurance services. 
Uniqueness of Privatization of Indian Insurance Sector 
Generally, people relate privatization with the change in ownership of 
enterprise from public to private, it may be selling, leasing or any how 
getting rid of PSEs. But this is not the case all the time. When India 
initiated privatization of insurance sector, it had two alternatives; (a) 
selling of PSEs to private hemds and (b) allowing private sector to enter 
into the industry and compete the existing public sector insurance 
companies. The later option was considered better, therefore. 
Government of India opted for the same. It was concluded that the 
coexistence of private and public companies together would 
unquestionably benefit the economy. 
The option India opted for, combine the benefits of both public sector 
and private sector and simultaneously avoid the drawback of the 
existence of either of the two in the absence of the other (public sector 
and private sector existing alone). Insurance sector in this way has 
generated competition without dismantiing the PSEs. It was also not the 
case that the insurance sector needed to privatize because it was making 
losses. Privatization of this kind is required in order to generate 
competition, to eliminate the deficiency and to improve the market 
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conditions. In nutshell, it can be said that this kind of reform will avoid 
all the drawbacks of the existing of a monopoly on one hand and at the 
other; it may provide all the benefits of the existence of a PSE. 
1.5 Regulation of Insurance Sector in India 
One of the important purposes of the insurance law is to provide proper 
guidelines for the conduct of the insurance business. It is necessary for 
the normal growth of the business. Insurers are repositories of public 
trust. They sell promises to indemnify the insured upon happening of 
specified events and these promises should be kept. The policy contract 
drawn by the insurer is also much complex which could not be 
understood by all the people very easily. Further, insurance involve 
large number of people and huge amount of funds. These funds are 
invested for a return. Insurers therefore, are subject to regulation by the 
state in one form or the other with the objective that if the business is 
conducted by competent persons it will not result in insolvency and it 
will also protect the legitimate interest of the insuring public. Not only 
the banking sector but the insurance sector as well is vulnerable to the 
'bank run' syndrome, where a single insolvency is potent enough to 
create panic and destabilize all the things.^The regulatory authority 
apart from all its duties should ensure the confidence of consumers in 
the insurance. 
Beyond protecting the interest of the policyholders the main objective of 
a regulator is to promote competition and efficiency. For this very main 
objective, various secondary objectives arise. One of the secondary 
objectives is to provide level playing field among the promoter. Level 
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playing field not only among the domestic insxirers but also between 
the foreign and domestic insurers is must. 
Background of Regulation 
Though, the first Insurance Company in India was established in 1818, 
in the nineteenth century no policy decision was taken for the 
enactment of insurance. This absence of regulation was one of the major 
causes of the establishment of large number of foreign and domestic 
companies in the 19* century AD. The first step in this regard was taken 
in the form of Insurance Act 1912. Until 1912, the Indian Companies Act 
1883 was governing these insuremce compeinies. The main short-coming 
of the Insurance Act 1912 was the fact that there was no provision at all 
to cover the non-life insurance. After 1912, the Insurance Act 1938 came 
into being, this was the first comprehensive piece of insurance 
legislation governing both life and non-life insurance business. 
After independence. Life Insurance Corporation Act 1956 was passed to 
nationalize life insurance business in the country. This act resulted into 
formation of LIC of India in the public sector. All other companies 
transacting in the life insurance sector ceases to exist and their business 
was taken over by the LIC of India. In the same fashion General 
Insurance Business (Nationalization) Act 1972 was passed to takeover 
the non-life business of the country. Finally, the IRDA Act 1999 came 
into being, which is considered as the most important event in the 
nationalized Indian insurance industry. 
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Insurance Regulator and Development Authority (IRDA) 
The Malhotra Committee strongly recommended the establishment of 
Insurance Regulatory Authority (IRA). Later the Government of India 
inserted the word 'Development' to the bill and the recommended IRA 
became IRDA>7 India is the only country in which the regulatory 
authority is carrying the additional responsibility of development. The 
authority consists of one Chairman (appointed by central Government) 
and nine other members. Out of these nine five members are whole 
time and four of them are part time members. The Chairman and whole 
time members shall hold office for 5 years and are eligible for 
reappointment. The Authority shall furnish every year its report to the 
central Govermnent in the manner prescribed. 
Powers and Functions Delegated by the Authority 
The Authority has delegated the power of licensing of new agents eind 
renewal of the insurance agent's license through a designated officer 
nominated by the respective insurers on their behalf. The designated 
officer is responsible to make it sure that all the regulatory aspects of 
the license have been complied with before issuing the license. The 
entire process is web based and has been able to save time and ensure 
effective monitoring. The conducting of agent's licensing examination 
has been delegated to the Insurance Institute of India, Mumbai. 
Mission Statement of IRDA^ 
> To protect the interest of and secure fair treatment to 
policyholders. 
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> To bring about speedy and orderly growth of the insurance 
industry, for the benefit of common man and to provide long 
term funds for accelerating the growth of economy. 
> To set, promote, monitor and enforce higher standard of 
integrity, financial soundness, fair dealing and competence of 
those it regulates, clear and correct information about product 
and services and make them aware of their duties and 
responsibilities in this regard. 
^ To ensure that insurance consumers receive precise, clear and 
correct information about product and services and make them 
aware of their responsibilities and duties in this regard. 
> To ensure speedy settlement of claims, to prevent the misuse of 
insurance funds, and other malpractices and put in place effective 
grievance redressed machinery. 
> To promote fairness, transparency and orderly conduct in 
financial market dealing with insurance and build a reliable 
management information system to enforce high standards of 
financial soundness amongst market players. 
> To take action where such standard are inadequate or 
ineffectively enforced. 
> To bring about optimum amoimt of self-regulation in day to day 
working of the industry consistent with the requirements of 
prudential regulation. 
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Some Important Regulations made by IRDA 
IRDA acts as facilitator, regulator and watchdog of the insurance 
industry. To achieve its objectives IRDA has made some regulatory 
provisions covering aU vital issues. Following are some of tiiem. 
IRDA and solvency margin of insurers 
Determination of solvency margins- Life insurers 
1. Interpretation.- In this schedule- (a) "Available Solvency Margin" 
means the excess of value of assets (furnished in IRDA-Form-AA) 
over the value of life insurance liabilities (furnished in Form H ) 
as specified in regulation 4 of Insurance Regulatory and 
Development Authority (Actuarial report and Abstract) 
Regulations, 2000) and other liabilities of policy-holders' fund 
and share-holders funds; (b) "Solvency Ratio" means the ratio of 
amount of Available Solvency Margin to the amount of Required 
Solvency margin. 
2. Determination of Solvency Margin.- Every insurer shall 
determine the required solvency margin, and the solvency ratio 
in Form K as specified in IRDA (Actuarial Report and Abstract), 
Regulations, 2000. 
Determination of Solvency Margins- General Insurance 
1. Interpretation. - (a) "Available Solvency Margin" means the 
excess of value of assets (furnished in Form IRDA- Assets-AA), 
over the value of liabilities (furnished in Form HG), with further 
adjustments as shown in Table III of Form KG. (b) "Solvency 
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Ratio" means the ratio of the amount of Available Solvency 
Margin to the amoimt of Required Solvenqr margin. 
2, Determination of Solvency Margin. - Every insurer shall 
determine the required solvency margin, the available solvency 
margin, and the solvency ratio in form KG. ^ 
IRDA and Obligation of Insurers to Rural and Social Sector 
The objective of this regulation is to make it mandatory on the part of 
the insurers to cover rural and social sector 
1. Provisions for rural coverage (Life) - all the life insurance 
companies are required to cover seven per cent policy in the first 
financial year and nine per cent in the second financial year. 
Likewise, twelve per cent policies in the third financial year, 
fourteen per cent in the forth financial year, sixteen per cent in the 
fifth financial year, of total policy written direct in the year in the 
rural sector. 
2. Provision for Rural Coverage (Non-life)- all the companies 
participating in general insurance business should write two per 
cent of their policies in first financial year, three per cent in 
second financial year, five per cent thereafter, of total gross 
premium income written directiy in that year in rural sector. 
3. Social Sector, in Respect of All Insurers- all the companies shall 
write five thousand lives in the first financial year, seven 
thousand five hundred lives in the second financial year, ten 
thousand lives in the third financial year, fifteen thousand lives in 
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the forth financial year; and twenty thousand lives in the fifth 
financial year and thereafter in ttie social sector.^ 
IRDA and Investment Regulation 
Keeping in view, the importance of investment, all insurance companies 
are required to submit to the authority a detailed statement before the 
start of an accounting year. Under section 27,27A and 27B of the IRDA 
Act, the authority has mandated the pattern of investment to be 
followed by the insurance companies. Provisions for proportionate 
investment in Government securities, approved securities, approved 
investments in infrastructure and social sector has been prescribed. 
Different pattern of investment for Life insurance business, pension and 
general annuity business, unit linked life insurance and general 
insurance business has been provided. 
1. Life Business. - Every Insurer carrying on business of life-insurance 
shall invest and at all times keep invested his controlled fund (other 
than funds relating to pension and general annuity and unit linked life 
insurance business in the following manner:- (i) Government securities 
- not less than 25 per cent, (ii) Government securities or other approved 
securities including (i) not less than 50 Per cent, (iii) Approved 
investments as specified in Schedule I (a) Infrastructure and Social 
Sector less than 15 per cent, (b) Other to be governed by exposure 
norms as specified in regulation 5 not exceeding 35 per cent. 
2. Pension and General Annuity Business.- Every insurer shall invest 
and at all times keep invested funds belonging to his Pension Business, 
General Annuity Business in the following manner:- (i) Government 
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securities - not less than 25 per cent, (ii) Government securities or other 
approved securities including (i) - not less than 40 Per cent, (iii) 
Balanced to be invested in approved investments- Not exceeding 60 per 
cent. 
3. Unit Linked Life Insurance Business. - Every insurer shall invest 
and at all times keep invested his segregated fund of unit linked life 
insurance business as per pattern of investment offered to and 
approved by the policy-holders. Unit-linked policies may only be 
offered where the imits are linked to categories of assets which are both 
marketable and easily realizable. However, the total investment in other 
than approved categories of investments shall at no time exceed 20 per 
cent of fund. 
4. General Business - Every insurer carrying on the business of general 
insurance shall invest and at all times keep invested his total assets in 
the following manner (i) Central Government securities being not less 
than 20 per cent, (ii) State Government securities and other Guaranteed 
Securities including (i) above being not less than 30 per cent, (iii) 
Housing and Loan to Government for Housing and fire fighting 
equipment, being not less than 5 per cent, (iv) Investment in approved 
investments as specified in Schedule II (a) Infrastructure and social 
sector- Not less than 10 per cent, (b) Other to be governed by Exposure 
norms as specified in regulation 5 not exceeding 50 per cent.7i 
IRDA and Accounting Standards for Insurance Companies 
The Authority has made regulations for preparation of financial 
statements and auditor's report of insurance comparues. These were 
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formulated by a committee in association with the Institute of Chartered 
Accoimtants of India (ICAI), New Delhi. All the insurer whether 
transacting in life insurance or general insurance or reinsurance 
business are required to furnish the financial statements in accordance 
with the regulations framed by the authority. The financial statements 
have to be compiled in accordance with the accounting standards 
prescribed by the Institute of Chartered Accoimtants of India. 
1. Accounting standards prescribed for life insurance: 
a. Accounting Standard 3 - Cash Flow Statements - shall be 
prepared only under the Direct Method. 
b. Accounting Standard 17 - Segment Reporting - shall apply 
irrespective of whether the securities of the insurers are traded 
publicly or not. 
2. Accounting standards prescribed for general insurance: 
a. Accoxmting Standard 3 (AS 3) - Cash Flow Statements - prepared 
under Direct Method. 
b. Accounting Standard 13 (AS 13) - Accoimting for Investments, 
shall not be applicable. 
c. Accounting Standard 17 (AS 17) - Segment Reporting - shall 
apply irrespective of whether the securities of the insurer are 
traded publicly or not. 
Apart from the financial statements, every insurer has to prepare a 
management report as part of its Annual Report covering the following 
aspects-
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a. Validity of Registration 
b. Shareholding pattern 
c. Investment of policyholders funds outside India 
d. Maintenance of solvency margins 
e. Review of assets to the effect that the same are shown at amounts 
not exceeding their realisable or market value 
f. Disclosure on overall risk exposure and strategy adopted to 
mitigate the same; 
g. Ageing of claims & trends of average claim settlement time 
during the preceding 5 years.'^ 
IRDA and Actuarial System 
The Authority has also evolved the system for the Appointment of 
Actuaries for both life insurance business and general insurance 
business carried on in the country. A life insurance company carmot 
taransact life insurance business tmless it has appointed an actuary. The 
Authority is fully aware of the importance of Appointed Actuary 
system in life insurance business. The Authority has prescribed the 
eligibility criteria in its Appointed Actuary Regulations. Normally an 
actuary can be Appointed Actuary of a life insurance company if 
he/she is a Fellow Member of Actuarial Society of India, possesses a 
certificate of practice issued by the Achiarial Society of India and if 
he/she fulfils the conditions specified in the Appointed Actiiary 
Regulations. The Appointed Actuary must be an employee of the life 
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insurance company. The main purpose of such privileges is to ensure 
the stability and solvency of the insurance company. 
Likewise, every general insurer is required to appoint an Appointed 
Actuary for certain limited purposes such as determination of the rates 
for in-house products and certification of the Incurred but Not Reported 
Reserves (IBNR). The Appointed Actuary of a general insurer need not 
be an employee of the company and can be a consulting actuary in view 
of the shortage of actuaries in general insurance business in India. 
The Actuarial Society of India has been entrusted with the preparation 
of guideline notes (actuarial standards) for the actuaries with the 
concurrence of the Authority. The Actuarial Society of India has come 
out with the first guideline note which deals with the role of Appointed 
Actuary in the life insurance business.^ 
The Concept of Priority Sector in Insurance 
Taking the reference from banking sector, a similar concept of priority 
sector has been mooted in the insurance sector. This concept given by 
Minister of State for finance is in its infancy. This priority sector scheme 
is not mandatory and any concrete and decisive step in this regard is 
yet to be taken. 74 
1.6 Private Players in Indian Insurance Market 
Life Insurers 
There were fourteen life insurers claiming their market share in India in 
2004-05. Out of these one company (LIC) is a public company and all 
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Other are private companies entered into the market only after the 
privatization of insurance sector. 
Table No. 3.1 
Market Share of Life Insurers 
Rs. in lakh 
Insurers 
Bajaj Allianz 
ING Vsya 
AMP Samar 
SB! Life 
Tata AIG 
HFDC Standard 
ICia Prudential 
Birla Sunlife 
Aviva 
Kotak Mahindra 
OM 
Max New York 
Met Life 
Sahara Life 
Lie 
Total 
i !0 
•^ J. BE V S 
86001.80 
28,162.46 
9,118.44 
48,293.56 
30,022.07 
48,615.08 
1,58,408.46 
62,128.31 
19,229.27 
37,475.21 
22469.01 
5603.71 
167.09 
1978593.20 
2534287.67 
g 
BA 
V O 
a, 
17970.51 
7255.66 
2788.16 
20247.71 
18015.47 
20933 J26 
75091.03 
44986.19 
7713.84 
12408.24 
13148.80 
2338.16 
_ 
1624042. 
67 
1866939. 
69 
6 *• 5^ 
3.39 
1.11 
0.36 
1.91 
1.18 
1.92 
6.25 
2.45 
0.76 
1.48 
0.89 
0.22 
0.01 
78.07 
100 
288191 
111141 
35268 
129974 
228894 
206320 
614673 
198370 
83209 
63468 
216671 
46682 
10214 
24027393 
26260468 
5; > S 
185350 
90977 
46282 
86495 
161%7 
203205 
4361% 
155598 
71001 
51071 
145581 
25124 
-
26968069 
28626916 
S 132 
eft 
1.10 
0.46 
0.13 
0.49 
0.87 
0.79 
2.34 
0.76 
0.32 
0.24 
0.83 
0.18 
0.04 
91.50 
100 
Source : Adopted from Journal of IRDA May 2005 
As the table depicts the life insurance industry undertakes a premium 
of Rs. 25,34,287.67 lakh during the financial year 2004-05, the LlC 
underwrote premium of Rs. 19,78,593.20 lakh during the period which 
accounted for the 78.07 per cent of market share, followed by ICICI 
Prudential and Bajaj Allianz with premium underwritten of Rs. 
1,58,408.46 lakh and Rs. 86,001.80 lakh respectively which accounted for 
the market share of 6.25 per cent and 3.39 per cent respectively. The 1*' 
year premium of new players was Rs. 5,55,694.47 lakh. In terms of the 
number of policies underwritten, the market share of private comparues 
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and Lie was 8.5 per cent and 91.5 per cent respectively. The difference 
of premium wise market share and policy wise market share shows that 
the private companies are taking limited but big policies. 
Non-Life Insurance 
In the non-life sector there were thirteen companies working in 2004-05. 
Out of these eight companies are new, these companies entered into the 
market after insurance reform in the country. These companies are 
Royal Sundaram, Tata AIG, Reliance Genera, IFFCO-Tokio, ICICI 
Lombard, Bajaj AUianz, HDFC Chubb and Cholamandalam. 
Table No. 3.2 
Market Share of General Insurers 
Rs. in lakh 
Insurers 
Royal Sundaram 
Tata AIG 
Reliance General 
IFFCO-Tokio 
ICICI Lombard 
Bajaj AUianz 
HDFC Chubb 
Cholamandalam 
New India 
National 
United India 
Oriental 
ECGC 
Total 
Gross Direct Premium 
2003-04 
25,802.00 
35,331.92 
16,105.56 
29,563.76 
50,672.18 
47,630.86 
11,166.78 
9,668.31 
4,04,569.00 
3,41,700.00 
3,03,805.57 
2,83,211.00 
44,512.90 
1603739.84 
2004-05 
33,150.00 
46,886.82 
16,167.% 
50,738.69 
88,519.71 
85,275.43 
17,777.88 
17,010.66 
4,20,703.00 
3,82,498.16 
2,95,183 
3,03,823.00 
51,764.50 
1809525.80 
Market Share 2004-05 
1.83 
2.59 
0.89 
2.80 
4.89 
4.71 
0.98 
0.94 
23.25 
21.14 
16.31 
16.79 
2.86 
100.00 
Source: Adopted from Journal of IRDA May 2005 
It can be seen from the table number 3.2 that the gross direct premium 
collection by Royal Sundaram was Rs. 25802.00 lakh in 2003-04 which 
increased to Rs. 33150.00, that of Tata AIG was Rs. 35331.92 lakh in 
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2003-04 which rose to Rs.46886.82 lakh. Reliance General's gross 
premium collection also increased from Rs. 16105.56 lakh in 2003-04 to 
Rs. 16167.96 lakh in 2004-05. Likewise all other companies like IFFCO-
Tokio, ICICI Lombard, Bajaj Allianz, HDFC Chubb, Cholamandalam, 
New India, National, Oriental and ECGC recorded increased gross 
premium collection but United India was the only company which 
recorded decline in the same. The private companies together claimed 
19.63 per cent of market share and the remaining share was occupied by 
the PSICs. Among private companies ICICI Lombard occupied the 
highest market share of 4.89 per cent. However, New India with 23.25 
per cent of market share remained at the top. 
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Privatization of Insurance Sector: Issues and 
Challenges 
The preceding chapter was devoted wholly to the privatization 
including the concept of privatization, process of privatization, the 
privatization of Indian insurance sector, establishment of IRDA, etc. The 
chapter in progress will enlist and discuss all important issues and 
challenges of privatization of insurance sector after categorizing them 
into three major groups. Apart from this, we will also study the impact 
of privatization by undertaking a comparative study of the growth of 
the insurance sector and the proportion saving of household sector in 
financial assets. Here privatization does not means disinvestment. 
4.1 Important Issues and Challenges 
There is a huge gap between insurable population and insurance 
coverage provided by the life insurance sector. The estimated size of 
middle class in India itself is 250 miIlion.i Only 22 per cent of this 
insurable population has been covered. Since initiation of reform in the 
insurance sector, there has been structural transformation in the sector. 
Private players have already entered into the market. Monopoly of the 
public sector has come to an end and now a large number of companies 
have started operating in the monopolistic market. Concentration in the 
sector is reducing at considerably high speed. Private players operating 
in the life insurance sector together have captured 22 per cent of the 
policy market share. Likewise, private players operating in non-Life 
sector have caphired 20.2 per cent of the market share.2 The size of 
Privatization of Insurance Sector Issues and Oiallenges 
market has increased from US $8 billion^ a year in 2001 to about US $22 
billion in 2005.* Tariff Advisory Committee (TAC), which was wholly 
controlled by the insurance industry till 1998, has now been broad 
based with the induction of representatives of various faculties. The 
committee is functioning under the overall supervision of the 
regulatory authority to reflect market trends. Following are the 
important issues and challenges facing the Indian Insurance Industry 
related to privatization. 
4.1.1 Financial Issues and Challenges 
1. Growth of Insurance Sector 
2. Share of Life Insurance in Financial Saving of Household 
sector 
3. Low Insurance Penetration and Low Insurance Density 
4. Insurance as Saving Asset and Other Financial 
Instruments 
5. Cost Minimization 
6. Capital Adequacy 
7. Low Level of FDI 
8. Pricing of Insurance Product 
9. Channelization of Fund for Infrastructure Development 
10. Integration and Externalities 
1. Growth of Insurance Sector 
There are numerous reasons that promoted the Government to bring in 
reform in the insurance sector. Among other convincing reasons, it was 
also recognized that India has vast potentials, which are waiting to be 
tapped, and this could only be achieved when sufficient competition is 
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generated and it is exposed to the developments in the rest of the 
world.5 The benefits of privatization are obvious enough to be observed. 
It is gratifying to note that the new insurance companies have 
approached the business in proper perspective. Botii the life and non-
life business is growing beyond the normal expectations. The actual 
growth is slightly beyond ttie forecasted growth of insurance sector.^ 
There is substantial increase in the total premium collection by 
insurance companies in both life and non-life sector after the 
privatization. Insurance density and insurance penetration which have 
been marginal in both life and non-life sector seems improving. The 
share of private companies is continuously growing in both life and 
non-life sector but an interesting fact is that the rate of growth of the 
PSICs has not shown any trend of decline after the privatization of the 
sector. The public sector in turn has redrawn its priorities, redesigned 
their marketing strategy and together the public sector and private 
sector have enlarged the market.^ A comparative study of the growth of 
insurance sector in pre- and post-privatization period will be made in 
the subsequent section of this chapter. 
2. Share of Life Insurance in Financial Saving of Household 
Sector 
Impact of changes in the financial sector on saving is also an important 
issue in an economy, hi a macro-economic sense, the relationship 
between the rate of growth and the rate of saving is well known from 
classical growth theory. Gross saving in an economy is aggregate of 
saving from the public sector, saving of the private corporate sector and 
saving from the household sector.s The share of saving in life insurance 
fHESI^ 
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as percentage of toial domestic saving or domestic saving in financial 
assets is an important variable to analyze. It is expected that this share 
wUI grow in the post privatization period. Insurance and reinsurance 
plays a crucial role in the development of a nation. Among others, 
insurance is an important form of saving for productive use in the 
economy. Premium paid by the insured have two components. One 
goes towards buying the risk cover and the other towards saving. This 
saving component puts the ii\surers in direct competition with other 
saving instruments and thus with other financial institutions. Since an 
increasing proportion of life insurance business involves pension and 
annuities, buying life insurance has an element of investment decision. 
The saving component and typically long-term nature of life insurance 
makes insurance an important instrument of mobilization of saving 
specially for the projects with longer gestation and pay back period.^ In 
India the share of life insurance as percentage of total saving is very 
low. The growth of which is strategic for the coimtry because the 
country needs a huge fund for long-term investment in infrastructure. 
A comparative shidy of this issue will be made later in this chapter. 
3. Low Insurance Penetration and Low Insurance Density 
Insurance penetration is defined premium as percentage of GDP, 
whereas Insurance Density is defined as premium per capital. Per-
capita means total premium divided by total population (not by the 
number of people insured). Both insurance penetration and insurance 
density in general and non-life insurance penetration and density in 
particular has been very low in India. 
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Privatization of Insurance Sector. Issues and Challenges 
The above tables show insurance penetration and insurance density of 
some countries. From table number 4.1 it can be seei that in 1999 
insurance penetration of India was 1.93. It was more than tfiat of China, 
Mexico, Indonesia and Nigeria. However, two year later in 2001, i.e., 
one year after the India's insurance reform, insurance density of some 
countries came down but in ndia, it has improved and left Kenya and 
Brazil behind. The table number 4.2 shows that in 1999 the insurance 
density of India was $8.5 (non-life $2.4 and life $6.1). It was lower than 
that of all the countries except Nigeria. However, after two years, in 
2001, India left Indonesia and Kenya behind. It may be concluded that 
insurance penetration and insurance density in India are seem to be 
improving. This issue will be analyzed in detail, later in this chapter. 
4. Insxirance as Saving Asset and Other Financial Instrument 
Life insurance provides two benefits saving and risk coverage. The 
development and growth of financial sector resulted into availability of 
wide range of financial products to the investors to choose from. The 
decision to opt for insurance largely depends upon the rate of return 
provided by the insurance compaiues which in turn depends upon the 
investment policy of these companies. The inveshnent policy of these 
companies to earn higher retiim further raise the issue of the freedom of 
investment choice provided by the regulatory authority to the life 
insurance companies to invest in high yielding securities. Analysis of 
the operational efficiency of LIC shows that life insurance policies are 
no longer looked upon as merely insurance product but a saving 
instrument, hi the developed countries it is treated as one among other 
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instrument of saving like mutual fund, equity and term deposit in terms 
of liquidity, profitability and safety.^ o 
5. Cost Minimization 
At the entry stage, the price may be an important tool for an insurance 
company to bank upon for differentiating itself from the others in order 
to compete for a large chunk of meu-ket share. These companies, 
therefore, adopt appropriate cost control measures to bring and keep 
the cost low. For the control of cost, minimization of overhead cost and 
economy of scale are two important factors. Controlling administrative 
and establishment cost is the most difficult and yet an essential task that 
any organization must undertake. At certain level the staff of LLC was 
excess by 70 per cent which accoimted for the 9 per cent of the fixed 
cost. On the operational front redesigning the task and automation of 
manual work is quiet important. In the long run the adoption of proper 
preventive measure can help reduce the number of claims and their 
amount can also be reasonably controlled, which is really in the interest 
of insurers. In the insurance most of the frauds are in the form of 
fraudulently obtaining cover after the loss, exaggeration of loss, 
attendant falsification of the documentation, submitting false claim and 
the like. These frauds are very difficult to control because of the lack of 
evidence and sometime it is done with the cormivance of supervisor." 
Increasing the distribution reach to the less populated areas will 
increase the cost of insurers. Another method of controlling cost by 
increasing productivity to get agents to focus on particular generic 
products. Historically, this has been difficult to achieve and may not be 
in the best interests of the customers.12 
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6. Capital Adequacy 
Capital adequacy (paid up capital) and solvency margin is also an 
important issue for the new entrants in the privatized insurance market. 
The determination of financial condition of insurers has always been at 
the core of responsibilities of the insurance regulator.^^ This became so 
important because the life insurance companies attain their break-even 
point only after seven-eight years of business, the general insurance 
companies too attain break-even after three-four years of operation and 
more importantly in the initial years in order to expand their business 
geographically and otherwise these compaiues need a huge amount of 
capital. Capital of an insurance company is an important determinant of 
how much risk can be safely assume.^* 
7. Low Level of FDI 
The low level of FDI, only to the extent of 26 per cent is also an 
important issue in the privatized insurance market. Life Insurance 
business is a long-term business. The contract of life insurance extends 
to a period of even 30 years or more. The companies in order to honor 
these contracts and to build long-term relationship with policyholders 
need adequate capital. Expansion of business will require an addition to 
the capital with which the business wds initially started. As the 
insurance companies, generally experience break-even only after four or 
five years or in the case of life insurance business it takes even more 
time. The insurance companies, therefore, have to take additional 
capital at various stages untU the break even is achieved. 
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The business can not rely upon the borrowing because the companies 
find it difficult to serve the debt and pay back the borrowing in the case 
when the company is running into losses before the break-even is 
achieved. Thought the minimum capital requirement is Rs. 100 crore 
but an insurer in order to have a decent market share has to introduce a 
capital of Bis. 700 to 900 crore for a period of at least 8-9 years. In this 
situation, the burden falls more heavily on the shoulder of the Indian 
partner and the foreign partner can contribute only the 26 per cent of 
the additional capital requirement of the company because of the 
limited access to the FDI. In this background one should examine the 
necessity to raise the linut of 26 per cent investment of foreign partners. 
In the case of general insurance comparues, the need to introduce 
capital beyond their existing capital investment may not be so pressing. 
General insurance companies soon attain their break-even point and in 
fact, few companies in non-life business, which started its operation 
after insurance sector reform, have already started making profits, is 
8. Pricing of Insurance Product 
The issue of pricing insurance product can not be ignored. LIC is a PSE 
and it pays back 95 per cent of its excess earning to the policyholders 
who opts for the with-profit option. In the case of with profit option the 
issue of pricing does not arise because the excess earning is paid back to 
the policyholders after a small deduction. But it is equally true that LIC 
has not revised its pricing using recent mortality tables. Again fair 
pricing become an important issue in order to protect the shareholders 
right in the case if the LIC opts for going public in future.i^ But the 
existence of much capacity with little demand may reduce the rate of 
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premium. Premium rates are down in the most of the developed 
economies and in some cases in the emerging economies as well, it is 
down by 17 per cent in US from 1994 level even with increased risk. 
Some risks are being under written for hzdf the price peiid earlier in the 
London market. A comprehensive pricing policy considering the entire 
factors is necessary. 
9. Channelization of Fund for Infrastructure Development 
Strong state owned insurance companies contributed substantial 
amounts of finance to government through taxes, dividend, investments 
and funds to various developmental activities in the economy. In the 
privatized insurance sector the efficiency of the insurance firms will 
increase and their ability to sell the products at competitive prices will 
improve. It observed that investment regulation affect the profitability 
of the insurance company and hence the return to the policyholders. 
Therefore, the insurance companies must be independent to some 
extent in pursuing their financial affairs, then only the fruit of 
privatization can be fully realized. The direction of the government in 
this regard may not be commeixrially viable for these companies.^^ 
Again, any deregulation of investment norm in infrastructure and 
government security may refrain not only the private company but also 
the public sector companies from investing in these securities which 
will reduce substantially the fund available for infrastructure 
development that in turn will affect the infrastructure of the economy. 
10. Integration and Externalities 
Privatization of insurance sector has one more issue that is important. 
According conventional literature contents that the cause of success or 
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failure lies in the conduct of a firm's own business operation. But, the 
recent integration of tfie economies across the globe, even if the 
domestic industry operates efficiently the source of faUvu-e may purely 
be extraneous. Once the Indian insurance industry integrates with the 
outside world, the performance of the industry would not solely 
depend on the performance of tiie Indian insurance industry, on one 
hand it will be influenced by the macro fundamental of the national 
economy and at the other on the international financial sphere, i* Any 
instability in the international market may harm the Indian insurance 
industry. 
4.1.2 Commercial Issues and Challenges 
1. Insurance Awareness 
2. People Confidence 
3. Availability of Capable Human Resource 
4. Attracting and Retaining Agents 
5. Training of the Sales Force 
6. Marketing of Risk-Cover Products 
7. Distribution Cost 
8. Alternative Distribution Channels 
9. Consumer Expectation 
10. Portfolio Management of the Insurance Companies 
11. Product Differentiation 
12. De-tariffing 
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1. Insurance Awareness 
Insurance awareness is the one of the biggest challenge in India. People 
of India in general are not aware of insurance. Even policyholders are 
not aware about the products to the extent to which they should have 
been. Therefore, there is a need of creating awareness among 
policyholders in general and among non-policyholders in particular. In 
the post privatization period the lack of insurance awareness will be the 
most potent barriers in tapping the market. Above all, there is very low 
awareness about the Unit Unked Insurance Plans (ULIPS), single 
premium plans and pension plans. Private companies in a bid to make 
their presence felt have initiated a series of programme, which is to 
some extent creating insurance awareness. All the companies in the 
insurance sector are using aggressive marketing campaign and taking 
different initiative but these initiatives were lacking before the 
liberalization of the sector.i^ IRDA is also using various means for 
creating awareness. What is still lacking is special campaign to make the 
people understand the technicalities of the subject matter and operation 
of the insurance specially about the Pension Plans, Unit Linked Life 
Insurance and Single Premium Plans. In this regard, it is obvious that 
the sector has yet to take a long journey. 
2. People Confidence 
Insuring people confidence is also an important issue that can not go 
unnoticed. Insurance sector reform has to be seen as part of finajicial 
sector reform. People trust and confidence in financial companies and 
financial instruments is a prerequisite for smooth functioning of the 
financial sector. More importantly, insurance is nothing but a promise 
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to pay and if the people do not believe that these companies would be 
able to keep their promises, they certainly will not opt for. Financial 
sector is vulnerable to 'bank nm' syndrome wherein a single insolvency 
is enough to destabilize the whole sector. Therefore, the regulatory 
authority in addition to other important functions must respect tiie 
need to ensure confidence of policyholders. 
3. Availability of Capable Human Resource 
Human resource constitutes the most vital factor of any organization. 
Therefore, a great care is required in recruitment, selection, training and 
development of the human resource. In the service sector, the 
requirement of efficient human resource is more pronounced than in 
the other industries. Therefore, the insurance business needs personnel 
of high quality. In the recruitment and selection process, both skill and 
experience have to be checked properly. Companies have to look for the 
people who are more dynamic, creative, believing in team spirit and are 
less resistant to change.20 The quality of work force attracted and retain 
by the insurers and how their ability and ambitions are harnessed 
would be the litmus test for the best. Companies have to face problem 
in getting experienced manpower. Again very few educational 
institutions are offering specialized courses in the insurance therefore 
these companies have to face the shortage of skilled manpower. 
4. Attracting and Retaining Agents 
It is a challenge for any insurance organization to attract qualified and 
capable persons to join and work with them to sell insurance products 
in competitive environment. Agent could enhance the possibility of 
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success of the insurance company by understanding the need of the 
customer and then selling insurance policy to potential customers. 
When all segments of the financial sector are involved in aggressive 
marketing of their products insurance sector also requires efficient 
people who can not only analyze and compare different insurance 
policies but are also able to compare an insurance policy with other 
financial instruments and build confidence among potential customers 
to accept the advice. However, the turnover of agents has traditionally 
been high in this business. Among others the stigma of being an agent 
in the society, difficult selling process of the insurance products, and 
expectation gap are potential cause of high turnover of the agents.21 
5. Training of the Sales Force 
Training of sales force is also an issue in the privatized insurance 
market. The insurance companies have to train their sales force in a 
much better manner than what they have done so far. Insurance selling 
is a highly specialized task. Insurance agents require both selling skills 
and technical backup. The productivity of the agents should increase as 
the average productivity of the agents in the public sector insurance 
companies is much lower than that of the agents in private companies.22 
The development of financial sector has resulted into the innovation 
and marketing of various new instruments of saving and when people 
consider an insurance cover more as a saving than a risk cover. The 
sales people must be able to analyze and explain that why a person 
should buy an insurance policy in general and a specific insurance 
policy in particular. This requires specialized training. Again, insurance 
is a type of product which people do not buy tmless approached.23 The 
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IRDA in order to create professionalism among intermediaries have 
introduced some significant requirements related to minimum 
qualification before a license is issued to an agent or broker, 
6. Marketing of Risk-Cover Product 
The distribution of insurance, till recently, has been only through the 
individual agents. They have sold insurance more as investment and 
tax saving products and less as risk cover product. The feature of 
iiisurance cover and its ability to retain the financial status of the family 
in the case of the death of the breadwiimer of the family may have not 
been emphasized. The sales of term insurance policies that offer only 
risk cover forms only a small portion of the aggregate sales of all 
insurance companies. Agents do not push these products, as the 
commission amoimt is lower than that in the case of saving product. 
There is also a typical customer requirement of getting something back 
on survival of the insured person that also leads the agent to sell a 
saving plan. The reality is that the need of insurance policy keeps 
changing as per the changes in income, life stages, life style of the 
people and these needs have to be addressed. However, the customer 
treats insurance as an investment plan and not as a risk cover product, 
which is leading to the phenomenon of under-insurance of the 
policyholders in the privatized insurance market.24 
7. Distribution Cost 
One of the biggest challenges for the insurance industry is cost effective 
distribution.25 Since the opening-up of the insurance sector new 
channels such as brokers, bancassurance and corporate agents have 
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been introduced for marketing of the insurance products. One of the 
key challenges before the privatized insurance market is to provide 
insurance cover to low income group with the minimum transaction 
cost. Integration of insurance into existing credit or saving delivery 
channels have been primary mechanism employed for low transaction 
cost till date. The industry has successfully experimented with the new 
distribution channels bringing down the transaction cost.^ ^ Insurance 
companies are now relying on various distribution channels like post 
offices, Non Governmental Organizations (NGOs), travel agencies, 
sugar co-operatives, trade unions and micro financing agencies to 
expand their reach. 
8. Alternative Distribution Channels 
Now, there is consideration of alternative channels of distribution like 
internet, corporate agents etc. Multiple distribution channels help 
insurers reach out to different section of the society. With trade uruons 
and post offices, becoming new focal points of sales, many insurance 
companies in the private sector have now tied up with different trade 
unions artd they are providing them with customized products to suit 
the need of the employees. These innovative channels of distribution 
and sales have seen the emergence of customization of insurance cover 
tailored out to meet the various needs of specific groups. Sugar 
cooperatives have also become a high selling point of insurance 
products especially among the farmers and farm laborers. The 
distribution channels have, therefore, to play a vital role in increasing 
the volume of insurance business. It is one of the important factors in 
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the new environment for any insurance company, as more innovative 
channels of distribution will always have an edge over others.27 
9. Consumer Expectation 
In the post reform period the high expectation of the consumer from the 
privatization itself will become a challenge for the insurers. 
Privatization will lead to more consumer education. Therefore, the 
consumers will now become more price sensitive and will start looking 
for greater value. Consumers will expect more tailor made products and 
greater return on the investment in the privatized insurance market. 
The insurance companies have to consider the growing expectation of 
the consumer for business decision that will become a tough task for the 
insurers.28 The country is also going under various transformations, 
among others demographic changes are very important. Demographic 
changes will lead to change in composition of age group and size of 
family and thus the insurable age of prospective market. The younger 
generation which is exposed to the outside world demands products 
and services of world standard. The Indian insurers have to face this 
problem and provide them with the products and services of the level 
that are being provided in the advanced countries at competitive rate.29 
10. Portfolio Management of the Insurance Companies 
A bigger challenge for the Indian insurance companies is that the 
foreign companies will manage their investment portfolio more 
prudently, once more leverage is provided to do so as a result of their 
experience in managing the global portfolio. Companies like American 
Investors Group (AIG), Sun Life, Prudential and Standard Life will 
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perform better in this regard. Both, the stakeholders of the foreign 
companies and their policyholders will get the benefit of the experience 
and expertise of these comparues in portfolio management.^ Fund 
managers in India frequently seek overseas advice. There is imminent 
increase in the number of foreign player in the field of asset 
management. The investors also favor internationally invested and 
managed securities.^i 
11. Product Development 
Designing different products to meet the requirement of different 
segments of population is yet another challenge. However, the basic 
role of insurance is to provide risk cover, the life insurance provides 
both saving with risk cover. With the insurance reform, there will be 
increase in the number of products in the market. Taking into account 
the need of different segment of the society, insurance comparues will 
make more product innovation in order to have an edge over the others 
in tapping as much share as possible. It can be seen from the table 
number 4.3 given above that a large number of products were 
introduced in the market after the privatization and the list is seems to 
be increasing. The table shows that 295 new life insurance products 
were launched in first five years of reform. Whereas, 595 new products 
in non-life sector were launched between 2001-02 and 2004-05. Product 
mnovation will left the consumers with more products to choose from 
and they can buy the most suitable products. 
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New Insurance Products in India 
Table No. 4.3 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Number new 
product by Life 
Insurers 
20 
107 
09 
102 
57 
Number new 
product by Non-
Life Insurers 
— 
202 
329 
63 
101 
Source: IRDA, Annual Report, various years. 
Insurers must also differentiate their product as general marketing 
principle of operating in a competitive market force to do so. But the 
insurers may find it difficult to differentiate because of the strict 
regulation and unstretchable basic concept of insureince. Development 
of trade and commerce increases the need of insurance. It was felt that 
rapid economic growth witnessed in 1990s can not be sustained without 
a thriving insurance sector. ^ 2 Further, different market segments differ 
in their need, want and behavior therefore the insurers have to 
differentiate their products. 
12. De-tariffing 
De-tariffing is expected to bring some major changes in the way the 
general insurance business has been conducted in the country till date. 
At present, 70 per cent of the general insurance business is driven by 
various tariffs being prescribed by the Tariff Advisory Committee 
(TAC), established under section 64 UM of the Insurance Act 1938, to 
control and regulate the rates and terms and conditions that may be 
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offered by the insurers. An early experiment in de-tariffing took place 
in 1994 when marine insurance was de-tariffed which created chaos in 
the insurance market The roadmap outlined various steps to be taken 
by the insurers. Ensuring that the shift from a tariffed market to a 
market where the insurers are free to fix the rates and determine the 
terms and conditions of contract is as smooth as possible. After de-
tariffing, the role of the TAC is expected to undergo a change. It can 
provide technical expertise for the industry as a whole and perform 
various other useful functions like collection of data on premiums and 
claims, analysis of such data and dissemination of the data and the 
results of the cinalysis to the insurers. However, the de-tariffication 
needs some infirastructural support to be activated. Prerequisites of de-
tariffication includes upgrading underwriting skill, information and 
technology system to retrieve and analyze the data, ways and means to 
protect the policyholders, scientific and adequate pricing of cover etc,. 
All the companies in general and public insureince companies in 
particular have to gear up to face this challenge.^^ 
4.1.3 Operational Issues and Challenges 
1. Consumer Protection 
2. Rural Coverage 
3. Social Coverage 
4. Regulatory Experience 
5. Changing Environment 
6. Integration with Other Financial Services 
7. Cut Throat Competition 
8. Overestimation and Excess Capital 
9. Employment and Insurance Sector 
137 
Privatization of Insurance Sector Issaes and Challenges 
10. Guaranteed Return in Falling Interest Rate 
11. Size of Public Sector Insurance Companies 
12. Use of Technology 
13. Health Insurance 
14. Challenges of Bancassurance 
15. Strict Investment Regulation 
16. Pension Plan 
1. Consumer Protection 
Consumer protection has been one of the significant issue of the 
privatization of insurance sector in India. This is more because of the 
fact that protection of the policyholders was one of the most important 
factor that prompted the government to nationalize the insurance 
market in the past. Further, the basic objective of the establishing IRDA 
is the protection of the policyholders. Various provisions to safeguard 
different segment has been made in the IRDA Act. Provisions related to 
investment, solvency margin, minimum capitalization etc, is all about 
consumer protection. In this regard, the claim settlement is one of the 
basic issue where the existing redressal machinery for claim settlement 
need to be rejuvenated as increasing consumer awareness is likely to 
increase the number of grievances and the claim settlement process has 
been slow and number of pending claims is very large. Settlement of 
claim by insurance ombudsman has aheady been in practice. On an 
average about 6000 cases are heard and disposed by all the insurance 
ombudsmen on all India basis. In the future, the industry has to build 
up a more effective appellate mechanism on the model of other 
dedicated institutions. 
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2. Rural Coverage 
Providing cover to the rural sector by the insurers is an important issue 
in India.34 The rural market in India constituting 742 million people is a 
largest potential market in the world. But, some problems seem to be 
hindering large scale advent in the rural market like adequate 
understanding of rural market, inadequate data on rural market, low 
level of literacy, poor infrastructure and relatively low reach of mass 
media.^5 
In India, still more than 72 per cent of the total population leaves in the 
rural area. Therefore, issue of rural coverage becomes more important 
in the Indian context. There is substance in the fear that new players 
may be selective in serving the market. They may concentrate only on 
the profitable and easily accessible urban market. But tharJcs to the 
regulatory authority which has made a statutory obligation for rural 
coverage asking all the insurers to perform a part of their business in 
rural areas. The table given below reveals that there is no need to worry 
about the rural coverage. 
Table No. 4.4 
Percentage of Policies Issued in Rural Sector by Life Insurers in India 
Insurer 
AUianz 
Bajaj 
ING 
Vysya 
AMP 
Sanmar 
2001-02 
Target 
5.00 
5.00 
5.00 
Achieved 
18.13 
7.40 
7.50 
2002-03 
Target 
9.00 
9.00 
9.00 
Achieved 
16.70 
35.38 
9.24 
2003-04 
Target 
IZOO 
12.00 
12.00 
Achieved 
1Z95 
13.27 
13.26 
2004^ 
Target 
14.00 
14.00 
14.00 
Achieved 
15.84 
15J24 
16.19 
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SBILife 
TataAIG 
HDFC 
Standard 
ICICI 
Prudenti 
al 
Brila 
Sunlife 
Aviva 
Kotak 
Mahindr 
aOM 
Max 
New 
York 
Met Life 
Sahara* 
Lie 
Note: *The I 
5.00 
5.00 
7.00 
7.00 
7.00 
-
5.00 
7.00 
5.00 
-
nsurer w 
4.00 
11.00 
4.50 
7.04 
11.42 
-
7.51 
8.67 
7.90 
-
16.05 
as in busine 
9.00 
9.00 
12.00 
12.00 
12.00 
7.00 
9.00 
12.00 
9.00 
-
ss for th( 
15.48 
9.99 
1230 
12.02 
16.09 
0.56 
15.78 
12.05 
25.97 
-
1852 
; last five m 
12.00 
12.00 
14.00 
14.00 
14.00 
9.00 
12.00 
14.00 
12.00 
-
onttis of 1 
14.03 
14.22 
19.23 
14.85 
16.70 
18.73 
14.00 
1656 
27.17 
-
22.79 
thefinancia 
14.00 
14.00 
16.00 
16.00 
16.00 
IZOO 
14.00 
16.00 
14.00 
2.92 
Year. 
21.92 
18.00 
20.60 
16.00 
24.00 
20.10 
15.72 
1.75 
15.67 
27.34 
22.89 
Source: Rajya Sabha Unstarred Question No.4016, dated 23.05.2006. 
As the table number 4.4 depicts, in 2001-02, only two out of 
fourteen insurers in life insurance failed to achieve their respective 
rural target. SBI Life performed only 4 per cent of its business in 
rural sector but the given target was 5 per cent. Likewise, Housing 
Development and Financial Corporation Standard Life (HDFC 
Standard Life) achieved only 4.5 whereas the target was 7 per cent. 
However, in the next year both SBl Life and HDFC Standard Life 
achieved their respective targets but Aviva a new entrant failed to 
achieve the target. In 2003-04 and 2004-05, all the life insurers 
achieved their given targets. Therefore, it may be concluded that 
life insurer are providing cover to the rural sector. 
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PrivatizatiCTi of Insurance Secton Issues and Challenges 
From the above table number 4.5 it is evident tiiat in non-life sector in 
the year 2001-02, only Industrial Credit and Investment Corporation of 
India Lombard (ICICI Lombard) failed to achieve its target. In 2002-03, 
ICICI Lombard again failed to achieve the given target of 3 per cent, 
two new companies HDFC Chubb and Cholamandalam also did not 
achieved their target. In 2003-04, all the companies except Reliance a 
new entrant achieved their targets. In 2004-05, no company failed in 
achieving the given rural target. 
3. Social Coverage 
In India, the coverage of social sector is also one of the most important 
issues in the privatization of insurance sector. The PSICs have been 
shouldering the responsibility of social coverage even by subsidizing. 
This process proved to be of great help in uplifting the condition of 
socially and economically deprived section of the society. The crux of 
the issue lies in the fact that the new entrants in post liberalization 
period will not find it rewarding to cover such market segment.36 
Further, the growing competition in post insurance privatization may 
further force the public sector companies to withdraw the subsidies 
provided to the social sector. The regulations of IRDA in this regard are 
proper and equally applicable to all the insurers but the social sector 
has been defined very broadly. All the companies have to perform a 
certain percentage of their business in the social sector defined by the 
authority. Though, definitive provisions have been made in this regard 
the authority has to be vigilant in order to insure its implementation. 
The given statistical table provides the status of social coverage by the 
insurers in post-privatization period so far. 
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Privatization of Insurance Sector Issues and Challenges 
The above table number 4.6 provides a detail of social coverage by life 
insurers in India. As the table shows in 2001-02, four out of fourteen 
companies SBI Life, AMP Sanmar, HDFC Standard Life, and Met Life 
failed to achieve their given targets of social coverage whereas the 
remaining companies achieved tfieir social sector target. However, in 
the following year, all of these except Met Life and Aviva a new entrant 
achieved their given targets. In the year 2003-04, only one company 
Kotak Mahindra OM did not achieve its target and in 2004-05, all the 
companies met their respective targets, which is a very positive sign of 
the development of the industry. 
As far as social coverage in non-life is concerned, in this regard it may 
be said that it is satisfactory. In non-life sector two new entrants in 2001-
02, Tata AIG and Reliance and two new entrants in 2002-03, HDFC 
Chubb and Cholamandalam failed to achieve their target of social sector 
coverage. In 2003-04, only one company HDFC Chubb failed to meet its 
target. In 2004-05, all the companies achieved their given targets and no 
company failed to achieve their given target, therefore, it may be 
concluded that the Indian insurance sector both life and non-life 
insurance in the regard of social sector coverage is performing well. It 
can be seen that the new companies failed to achieve their specific 
target of social sector coverage in the first one or two years of operation 
but soon they overcome their problems and stats covering their 
specified social sector targets. Therefore, it can also be said that in the 
long run the new entrants into the insurance sector will take care of the 
social sector coverage. 
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Privatization of Insurance Sector Issues and Qiallenges 
4. Regulatory Experience 
In the case oi India, the regulatory concerns are intensified also due to 
lack of experience and benchmark in the area. The Telecom Regulatory 
Authority of India (TRAI) has had a tough time dealing with monopoly 
incumbents and ensuring the new entrants level playing field. In the 
same way, the Security Exchange Board of India (SEBI) too was only 
partially successful in regulating brokers and checking other abuses in 
the security market. In the first few years, the IRDA has to concentrate 
more on entry guidelines and capital requirements than on the rural 
coverage and investment37 
5. Changing Environment 
Insurance is a technical and dynamic subject. Insurance sector of a 
country is closely related not only with the nationed financial sector of 
that country but also with the global financizil sector. Therefore, all the 
changes in the national and international financial landscape directly or 
indirectly affect the insurance sector. The insurance sector in order to 
keep itself competitive has to respond all the changes in the 
environment. The industry, therefore, needs to focus on building its 
capability and capacity. A sustained effort is required for the 
development of capable human resource. There will be a strong need 
for the development of expertise in the areas of underwriting assets and 
liability management, investment and strategic management, actuarial 
expertise and for life insurers planning and retirement planning. The 
insurance landscape will continue to change as a result of market 
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liberalization, deregulation and intensifying competition and a rational 
decision maker have to consider aU these changes.^* 
6. Integration with Other Financial Services 
The integration of financial services and diluting basic identity of 
insurance is also an important issue. With the increasing integration of 
financial services the demarcation of various financial institutions is 
getting thin and blurred. The market will witness considerable overlap 
and would turn into financial service conglomerates. This phenomenon 
is being witnessed more clearly in the banking sector where many 
development banks have been taken over by their banking concerns 
and consequently the development banking is losing its identity. 
In this regard, two developments; the emergence of bancassurance and 
the introduction of corporate agents are worth mentioning. 
Bancassurance is a French term used for the selling of insurance by the 
banks. The concept evolves merging the two major activities of banking 
and insurance, both of which have started competing for a share in 
personal saving. Bancassurance is emerging fast, it is growing at an 
average annual compoxmd growth rate of 21 per cent per aimum for the 
last five years. The use of bank as corporate agents for the sale of 
insurance is also contributing towards bringing these two sectors 
together.39 The key challenges that are unplicit to bancassurance are 
more people related than any thing else. Management of difference 
which exists in the organizational culture of the banking and insurance 
companies will be the important factor. The partners in bancassurance 
need to have a common business vision and direction towards future 
objectives.40 
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7. Cut Throat Competition 
It is believed that privatization of the insurance sector will result into 
cutthroat competition. In the state of cutthroat competition, the private 
firms wiU be led by the philosophy of survival of the fittest. In initial 
stages in order to capture tiie market with competitive premium cut, 
price war escalate to such an extent that insurer may be forced to charge 
the prices lower than the cost In this situation once they capture the 
considerable share in the market they end up drawing down their 
resources in meeting their contingent liabilities. This may lead to the 
possibility of wide spread bankruptcies emd liquidation. If the firms are 
not backed by adequate contingency funds to serve the claims then the 
firms become insolvent. An insurance company has two sources of 
accrued income; income from premium and income from investment. 
Once the revenue collection form premium comes down the company 
become more dependent on the investment income. This phenomenon 
may force the company to high equity exposure that further may result 
into losses.4i 
8. Overestimation and Excess Capital 
One of the assumption underlying privatization of the insurance sector 
was that there exists a considerable scope for market expansion. This 
expectation to some extent seems to be exaggerated because the growth 
of the insurance business is directly related to the growth of the 
economy.42 The product diversification by the new entrants will not 
increase the demand overnight. Since the per capita income of the 
country is very low, overall saving of the nation is also low, in this 
situation saving in the form of insurance has to be low. Overestimation 
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of market may lead to stagnation of the growth after the initial burst 
due to new products. Once the industry reaches this state many firms 
will face the problem of overcapitalization which in turn will left these 
firms with no choice but to cut the prices and involve itself into 
speculative investment. This situation may force some companies to 
leave the industry. Excess capitcil in an insurance company is a sign of 
sickness and not of good health.*^ 
9. Employment and Insurance Sector 
In India, where a large number of population is either unemployed or 
under employed, employment has been one of the important issue 
throughout the reform process. What will happen to the employment in 
privatized insurance industry is therefore, an important issue in our 
country. However, fortunately as there is no policy decision for 
dismantling the existing PSEs operating in insurance sector the question 
of retrenchment in these companies do not arise. However, these PSE, 
in order to keep themselves competitive and viable may decide 
themselves to down size. But, at the same time the new entrants in the 
sector will create huge employment opportunities in the sector. 
According to a current estimate, in the next ten years the direct and 
indirect employment will go up from present 1.5 million to 2 million.^^ 
Displacement of labor because of the use of the technology if any would 
happen only after a long period that would soon be compensated by a 
greater increase of employment in the sector. 
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10. Guaranteed Return in Falling Interest Rate 
Another challenge before the insurance companies is that they may find 
it difficult to fulfill the commitment of guaranteed higher fixed rate of 
return on the policies they issue. Once the contract is issued with a 
particular rate of return it can not be revised for a lower rate because of 
the regulation but the investment yield of these companies fall later. 
The liability of life insurance companies towards the policyholders is 
longer than the life of their cissets in which tfiese companies usually 
invest. Once the life of the assets yielding of fixed return ends the yield 
of new assets may fall and the return of the portfolio get squeezed, the 
insurance companies in this situation may find themselves in a difficult 
situation to meet their commitment of high rate of return they have 
made with the policyholders.^s Return on the investments are going 
down therefore, there is a pressure on the insurance companies to 
produce better result to safeguard the interest of insuring public in long 
run. 
11. Size of Public Sector Insurance Companies 
Size and strength of the public sector insurance companies itself is a 
challenge for the new entrants in the insurance sector. Both, UC and 
GIC are operating in the Indian market for decades with their strong 
established network, their presence throughout the length and breadth 
of the country with a huge number of branches, trained work force, 
wide rural presence and in-depth knowledge about the nature of the 
market which is a bigger challenge for the new companies. Therefore, it 
may be said that the UC and GIC have an edge of operating in the 
coimtry with strong organizational structure. The argument that both 
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Lie and GIC are overetaffed may not be taken as strongly as it seems to 
be, because the average production per employee and per agent has 
been almost double both in terms of number of policies and volume of 
premium collection over the period.^ 
12. Use of Technology 
Technology has led to dramatic changes in the India's financial 
landscape. The waves of technological changes will also affect the 
insurance industry. The insurance industry stands to benefit immensely 
from the technological advancement, which has an impact on how the 
business is managed and transacted. The three most important 
segments of technology relates to computerization, automation and 
information technology. All these three segments of technology more or 
less are equally important.47 With the introduction of information and 
communication technology productivity of the industry will rise. 
Increased productivity together with increased demand for insurance 
services would result into more demand for skilled work force in the 
insurance sector. The increased volume of business in fact wUl result 
into increased employment in the country.^^ There are more people 
employed in the developing countries that liberalized their insurance 
sector before India did.^' 
13. Health Insurance 
Development and growth of the health segment of Indian insurance 
industry is also an important issue. Now private health insurance 
companies are allowed to enter into the market. A number of 
companies have started claming their share in health insurance. A 
151 
Privatization of Insurance Secton Issues and Challenges 
private consulting firm estimated that the health insurance market 
would grow to five times to its current level i.e. the year-ending 2005.50 
According to the World Development Report, 1993, health expenditure 
in India as percent of its GDP was 6 per cent in 1990. This is higher than 
the level in many other developing coimtries in the Asian region. More 
important is the fact that 4.5 per cent of this comprises out of pocket 
expenses of ihe household. It is concluded that tfiese financial burdens 
arise because the consumers are either not insured or are insured 
inadequately for their health care expenses.^i In spite of being so 
important health insurance did not get due importance in the report of 
committee for insurance reform and IRDA regulations.52 Yet no 
specialist health insurer has come forward so far to start operations in 
India. Therefore, life and general insurance companies have been 
allowed to transact health insurance business in the country. However, 
they are cautious in their approach primarily because of weakness in 
the infrastructure of health care sector and lack of reliable database.53 
14. Challenges of Bancassiuance 
There are several challenges in implementing the banceissurance. It is 
recognized that sales people works for incentives. Therefore, it is 
essential to develop and design incentive plans in the bancassurance as 
well and get the bank employees interested in the sale of insurance 
policy. Manpower and structural issues involve creating a single 
window concept and based on this, appointing a dedicated project 
manager to look after the business is quiet essential. Finding and hiring 
such a resource is very critical. Monitoring bancassurance is also not an 
easy task. Further, without the involvement of top management it is 
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also very difficult to implement the bancassurance mechanism. 
Bancassurance mechanism involves developing and inculcating an 
appropriate culture in the bank.54 
15. Strict Investment Regulation 
Investment regulation must insure that both security and profitability 
requirements of the investment is respected. The public insurance 
companies have shown their faith in government securities for long 
time. But the Investment managers of insurance companies must also 
consider increasing investment in stock for long term specially when 
stock market is doing well. In the present scenario when the insurers 
face the problem of liquid and profitable asset in the economy, strict 
regulation of IRDA may cause strain, therefore, the IRDA should allow 
scrutinized assets as an eligible investment option. The need to increase 
the return and minimize the risk force us to think beyond the traditional 
investment approach.55 Further, in this era of financial liberalization 
insurance is facing direct competition from other financial assets. 
Financial instrument like mutual fimds, deep discount bonds and 
equity is giving higher return. Financial institutions are free to develop 
new products in this backdrop the need of partial liberalization of 
investment become more pressing 
17. Pension Plan 
Demand for pension plans and management of pension funds is also an 
issue in the privatization of insurance sector. Now it has been 
recognized that the state can not be the sole provider of the old age 
pension. Lack of comprehensive social security system is primarily 
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responsible for under developed pension market in India. Making 
pension plan attractive requires only simple innovations which are 
already common in other markets.56 In developed economy, pei\sion 
fund constitutes a significant portion of financial assets. In India, 
however, except for the organized sector employees, there is hardly any 
social security like pension. Any sort of old age income security 
including pension covers only 8.82 per cent of the estimated labour 
force in India. Insurance companies also provide pension plans but the 
share of premium received by these companies for pension plan is 
much low. The slow growth of pension market is also due to the lack of 
tax incentive provided to the pension plans and weak marketing 
strategy. The pension market of the insurance companies will overcome 
the existing shortcomings and will grow very fast in post-privatization 
period. 
4.2 Impact of Privatization of Insurance Sector 
4.2.1 Privatization and growth of the Insurance Sector 
The growth of insurance sector has been one of the important objectives 
of insurance reform. Competition is believed to bring large coverage of 
population and spread of insurance.57 As it has already been mentioned 
that only 22 per cent of insurable population has been covered by the 
Lie so far.58 Therefore, it may be said that a huge market potential is 
still untapped. The insurance reform in the other countries have also 
resulted into the higher growth of the sector. A natural question 
therefore, arises that what happen to the growth of insurance sector 
since the inception of privatization of the Indian insiirance sector in 
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2000. To analyze the impact of privatization of insurance sector on the 
growth of the insurance sector the study divides the insurance sector 
into life and non-life and makes pre-and post privatization analysis. 
> Growth of Life Insurance Sector 
> Growth of General Insurance Sector 
Growth of Life Insurance Sector 
Life insurance in India was started in early 19* century. After 
experiencing many ups and downs the life insurance sector was 
nationalized on 1** September 1956.59 An Act of Parliament formed LIC, 
which took over the entire life insurance business of the country. The 
LIC was enjoying monopoly since the nationalization of the sector but it 
did an excellent job in spreading the insurance throughout the country. 
In order to know the impact of privatization on the life insurance sector 
the study will focus on the number of new policies issued, total 
premiiun collection and growth therein. Beyond number of policy 
(new) and total premium collection the study also takes life insurance 
penetration and life insurance density as measure of growth of the 
sector. To measure the growth of the sector the study compares in post 
privatization period, the pre- and post-privatization performance of 
these four variables. 
To determine the significant difference if any in the pre- and post 
privatization period the study subject the mean of the four variables; 
number of policies (new), total premium collection (including 
renewable premium). Life insurance penetration and life insurance 
density tp t-test, In this study, t-test has been applied with the help of 
SPSS. Sum assured is also an important variable that has not been taken 
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because of lack of consistency in tiie data published in different reports. 
The period covered is 1995-% to 2004-05. This span of ten years covers 
both pre- and post-privatization period equally. The first 5 year period 
of 1995-96 to 1999-2000 is taken as pre-privatization period and the 
other 5 year period of 2001 to 2004-05 is taken as post-privatization 
period. 
Number of Policies and Total Premium Collection 
Pre Privatization Period 
The life insurance sector in India was perfonning well under the public 
sector since nationalization. Even after the economic reform and 
financial deregulation of the country life insurance sector was fully 
nationalized and intact. Financial deregulation in India was started way 
back in 1992-93 but life insurance sector of the coimtry was waiting any 
such reform. 
Table No. 4.8 
Number of Policies and Total Premium Collection by Life Insurance 
Sector in India (Pre-Privatization) 
Year 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
Number of 
policies 
(New) 
11021 
12268 
13311 
14844 
17200 
Number of policies in thousand and Rs. in crore. 
Growth 
over 
previous 
year (per 
cent) 
11.31 
08.50 
11.52 
15.87 
Total premium 
collection 
(including 
renewable 
premium) 
13844.28 
17285.30 
19252.07 
22805.80 
27224.42 
Growth over 
previous 
year (per 
cent) 
24.85 
11.38 
18.46 
19.37 
Source : Compiled from various Issues of Journals and Reports of IRDA 
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Performance of life insurance sector during the selected period before 
the privatization of the sector is given in the above table. The above 
table number 4.8 shows that the number of policies (new) were 11021 
thousand in 1995-1996, which increases to 12268 thousand in 1996-97, 
and to 13311 thousand in 1997-98. In 1998-99 it further went to 14844 
thousand and to 17200 thousand in 1999-2000. One can wihiess that 
there is a consistent increase in the number of polices throughout the 
period of five year before privatization. The growth of number of 
policies in the period also gives an increasing trend throughout the 
period except in 1997-98 when the percentage growth come down to 8.5 
as compare to 11.31 in the previous year but in the following year it 
again increased to 11.52 per cent and finally it went to 15.87 per cent in 
1999-2000. 
JPigyre No^44^ 
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There is also steady increase in the total premium collection by the life 
insurance sector during the period. The total premium collection went 
to Rs. 17285.30 crore in 1996-97 from Rs. 13844.28 crore in 1995-96, 
which again increased to Rs. 19252.07 crore in the following year. In 
1998-99, it further increased to Rs. 22805.80 crore and end up to Rs. 
27224.42 crore in 1999-2000. 
The percentage growth in the total premium collection shows a decline 
in the year 1997-98 to 11.58 per cent form 24.58 per cent in the previous 
year but in the next two years it shows an increasing trend. It was 18.46 
in 1998-99 and 19.37 in 1999-2000. 
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Post-Privatization Period 
Table No. 4.9 
Number of Policies and Total Premium Collection by Life Insurance 
Sector in India (Post-Privatization) 
Number of Policies in thousand and Rs. in crore. 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Source: Con 
Number of 
policies 
(New 
Business) 
20029 
24013 
25371 
28627 
26260 
ipiled from various 
Growth over 
previous year 
(per cent) 
19.89 
5.66 
12.83 
-8.27 
Issues of Journals anc 
Total 
premium 
collection 
(including 
renewable 
premium) 
34898.47 
50094.45 
55738.11 
66653.75 
82854.80 
Reports of IRDA 
Growth over 
previous year 
(per cent) 
43.54 
11.26 
19.58 
24.30 
Figure No. 4.3 
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Figure No. 4.4 
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Table 4.9 shows that in the post-privatization period there is 
inconsistent increases in the number of policies written (new) except in 
the year 2004-05. The number of policies goes to 24013 thousand in 
2001-02 from 20029 thousand in the previous year. Again, it rose to 
25371 thousand in 2002-03 and to 28627 thousand in 2003-04 but comes 
to 26260 thousand in 2004-05. 
The rate of growth shows a high fluctuation during the selected period. 
It was 19.89 per cent in 2001-02, which comes down to 5.66 per cent in 
the following year. However, in the next year, it again rose to 12.83 per 
cent but finally in 2004-05 it recorded a negative growth of -8.27 per 
cent. 
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The total premium coUection by life insurance industry in the post 
privatization period shows consistent increase throughout the period. It 
increased from Rs. 34898.47 crore in the first year of privatization to Rs. 
50094.45 crore in 2001-02, which again rose to Rs. 55738.11 crore in 2002-
03 and to Rs. 66653.75 crore in 2003-04 and finally to Rs. 82854.80 crore 
in 2004-05. The rate of growth was also very high in the first year and 
moderately high thereafter. It was as high as 43.54 per cent in 2001-02 
but came down to 11.25 per cent in the following year. ]n 2003-04, it 
again rose to 19.58 and further recorded a high growth of 24.30. 
Life Insurance penetration and Life Insurance density 
Pre-Privatization Period 
Table No. 4.10 
Life Insurance Penetration and Life Insurance Density in India 
(Pre-Privatization) 
Year 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
Insurance Penetration 
1.29 
1.39 
1.90 
1.39 
1.77 
Insurance Density 
(US$) 
5.00 
5.03 
6.20 
6.10 
7.60 
Source : Compiled from various Issues of Journals and Reports of IRDA 
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Figure No. 4.5 
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Insurance Density 
Insurance penetration (premium as percentage of GDP) in Life 
Insurance Sector shows a mix trend. As table number 4.10 shows it was 
1.29 in 1995-96, which increased to 1.39 in the following year. It further 
increased to 1.90 in 1997-98 but again came down to 1.39 in 1998-99. 
Finally in 1999-2000, it goes to 1.77. However, Life Insurance density 
(insurance premium per-capita) shows a constant increase throughout 
the period exempt 1998-99. It was $5 in 1995-96 and increased to $5.03 in 
the following year. In 1997-98, it recorded a high increase and went to 
6.20 but came down to $6.10 in 1998-99. However, finally increased to 
$7.60 in 1999-2000. 
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Post-Privatization 
Table No. 4.11 
Life Insurance Penetration and Life Insurance Density in India 
(Post-Privatization) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Insurance penetration 
2.15 
2.59 
2.26 
2.62 
2.91 
Insurance Density (US $) 
9.10 
11.70 
12.90 
13.70 
17.23 
Source : Compiled from various Issues of Journals and Reports of IRDA 
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Table 4.11 shows that during the selected post-privatization period, 
insurance penetration (Life) shows an overall increasing trend except in 
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the year 2002-03. It was 2.15 per cent in 2000-01, that goes to 2.59 per 
cent in the foUowing. However, it came down to 2.26 in 2002-03. In the 
year 2003-04, it again increased to 2.62 per cent and further to 2.91 per 
cent in 2004-05. Insurance Density (Life) shows an unfaUing trend 
throughout the period. It increased to $11.70 in 2001-02 form $9.10 in 
the previous year which further increased to $12.90 in 2002-03. In 2003-
04, it hirther increased to $13.70 and finaUy to $17.23 in 2004-05. 
Pre- and Post-Privattzation Comparison of Life Insurance 
Table 4.12 
Comparison of Life Insurance before and after privatization 
Parameter 
Number of 
policy (new) 
Total 
premium 
collection 
Insurance 
penetration 
Insurance 
Density 
Pre-
privatization 
11.80 
18.51 
1.54 
5.98 
Post-
privatization 
7.52 
24.67 
2.50 
12.92 
t-statistics 
12.049 
6.602 
5.869 
7.791 
Significance 
.000 
.003 
.004 
.001 
(Output of analysis produced is given in appendix IV) 
The above table number 4.12 shows the result of the comparison of life 
insurance sector of India before and after privatization. All the four 
results obtained show that there is growth in the life insurance sector. 
When the study takes the Number of Policy it finds significant 
difference (t= 12.049, df= 4, p=.000) between pre and post-privatization 
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period. There was significant change in the Total Premium Collection 
(t= 6.602, df= 4, p= .003) in the pre- and post-privatization period. Other 
two results also show that there is improvement in the life insurance 
sector. There is highly significant difference (t=5.869, df=4, p=.004) in 
Life Insurance Penetration in pre and post-privatization period. High 
significant difference was also found in the Life Insurance Derisity in 
pre- and post privatization period (t=7.791, df= 4, p=.001). This 
improvement is attributed to the competition generated by new 
entrants in the sector, their aggressive marketing strategy, increasing 
insurance awareness among the people, availability of tailor made 
product etc. 
Growth of General Insurance Sector 
Non-life business was started in the country only after the 
establishment of life insurance business. In the post-independence 
period the general insurance business was nationalized as a part of 
ongoing process of nationalization, hi 1973, GIC was established to take 
over the entire business of non-life insurance of the coimtry. The GIC 
(witii its four subsidiaries) was also enjoying monopoly in the general 
insurance business as the LIC was in life insurance sector until the 
opening-up of the Indian insurance sector. 
To understand the unpact of privatization on the general insurance 
business tiie shidy takes up the Gross Direct Premium CoUection and 
Net Premium Collection by the sector. General Insurance Penefa-ation 
and General hisurance Density. The stiidy presents the above given 
variable in pre and post privatization period and makes a comparison. 
To determine the significant difference if any in the selected pre- and 
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post-privatization period the study subject the mean of these four 
variables; Gross Direct Premium Collection, Net Premium Collection, 
General Insurance Penetration and General Insurance Density to t-test 
(with the help of SPSS). The period covered is 1995-96 to 2004-05. This 
period of ten years covers both pre- and post-privatization period 
equally. The first 5-years period of 1995-96 to 1999-2000 has been taken 
as pre-privatization period and the other 5-year period of 2001 to 2004-
05 is taken as post-privatization period. 
Gross Direct and Net Premium Collection by Non-Life Insurance 
Sector in India 
Pre-privatization period 
Table 4.13 
Gross Direct and Net Premium Collection by Non-Life Insurance 
Sector in India (pre-privatization) 
Rs. in crore. 
Year 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
Gross Direct 
Premium 
Collection 
6047 
7021 
7736 
8759 
9522 
Growth over 
previous year 
(per cent) 
16.11 
10.18 
13.22 
8.71 
Net 
Premium 
Collection 
5087 
6041 
6725 
7732 
8648 
Growth over 
previous year 
(per cent) 
18.75 
11.32 
14.97 
11.85 
Source: CompUed from various Issues of Journals and Reports of IRDA 
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As the table number 4.13 depicts there is unfailing increasing trend in 
the Gross Direct Premium. It goes from Rs. 6047 crore in 1995-96 to Rs. 
7021 crore in 1996-97. It further went to Rs. 7736 crore in the following 
year. Continuing the trend, it increased to Rs. 8759 crore in 1998-99 and 
Rs.9522 crore in 1999-2000. The growth of gross direct premium 
collection during the period gives a mixed trend. It was 16.11 per cent in 
1996-97, which came down to 10.18 per cent in 1997-98. After increasing 
to 13.22 per cent in 1998-99, it again came to as low as 8.71 per cent in 
1999-2000. 
Figure No. 4.7 
Gross Direct and Net Premium Collection by General 
Insurance (Pre-privatizatlon) 
10000 ^ 
9000 -
8000 -
7000 -
6000 -
5000 
4000 
3000 
2000 
1000 
0 4 
n L : • • - • - ,-
1 
d ,k 
i i I 1 — 1 
1995-96 1996-97 1997-98 1998-99 1999-00 
• Gross Premium Collection • Net Premium Collection 
167 
Privatization of Instirance Sector: Issues and Challenges 
Figure No. 4.8 
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There was consistent increase in the net premium collection as well. It 
was Rs. 5087 crore in 1995-96 that increased to Rs. 6041 crore in 1996-97 
and further to Rs. 6725 crore in 1997-98. Keeping the trend up it 
increased to Rs. 7732 crore in 1998-99 and to Rs. 8648 crore in the year 
1999-2000. Growth in the net premium collection shows mixed trend. 
The percentage growth was 18.75 per cent in 1996-97, which came down 
to 11.32 per cent in the following year. In 1998-99 it increased to 14.47 
per cent but again came to 11.85 per cent in 1999-2000. 
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Post-privatization period 
Table 4.14 
Gross Direct and Net Premium Collection by Non-Life Insurance 
Sector in India (Post-privatization) 
Rs. in crore. 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Gross Direct 
Premium 
Collection 
10087.03 
12383.35 
14279.31 
16037.39 
18095.26 
Growth over 
previous year 
(per cent) 
22.77 
15.31 
12.31 
12.83 
Net Premium 
Collection 
8086.10 
8841.69 
9985.88 
10862.19 
12118.20 
Growth over 
previous year 
(per cent) 
9.34 
12.94 
8.77 
11.56 
Source : Compiled from various Issues of Journals and Reports of IRDA 
Figure No. 4.9 
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Figure No. 4.10 
Growth (%) in Gross and Net Premium Collection by General 
Insurance Sector (Post-Privatization) 
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The above table number 4.13 shows the gross direct prenuum collection 
and net premium collection in post privatization period. The table 
reveals that there is consistent increase in gross direct premium 
collection. Gross direct premium by non-life sector increased to Rs. 
12383 crore in 2001-02 from Rs. 10087 crore in the previous year which 
further increases to Rs. 14279 crore, in 2002-03 and to Rs. 16037 crore in 
2003-04 and finally to Rs. 18095 crore in 2004-05. The net premium 
collection by non-life sector also shows a consistent increase. It was Rs. 
8086 crore in 2000-01 which increased to Rs. 8841.69 crore in 2001-02 
and further to Rs. 9985.88 crore in 2002-03. In 2003-04 it further 
improved to Rs. 10862.19 crore and finaUy ended to 12118 crore in 2004-
05. Therefore, it may be concluded that there is consistent increase in 
1 if\ 
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the gross direct premium collection and net premium collection of non-
life sector. 
The percentage growth over previous year in gross direct premium 
collection is not encouraging. In the year 2001-02 it was 22.7 per cent 
which came down to 15.31 per cent in the following year and further 
deteriorated to 12.31 per cent in 2003-04. In 2004-05 it increased but very 
insignificantly to 12.83. A glance at the percentage growth of net 
premium collection over previous year shows that the rate of growth is 
quite fluctuating. From 9.34 per cent in 2001-02 it increased to 12.94 per 
cent in 2002-03. But in 2003-04 it again came down to 8.77 per cent. 
However, in 2004-05 it increased to 11.56 per cent. 
Insurance Penetration and Insurance Density in Non-Life Sector 
Pre-Privatization Period 
Table No. 4.15 
General Insurance Penetration and General Insurance Density in 
India (Pre-Privatization) 
Year 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
Insurance Penetration 
0.55 
0.56 
0.71 
0.54 
0.55 
Insurance Density 
(US$) 
2.00 
2.04 
2.30 
2.40 
2.30 
Source : Compiled from various Issues of Journals and Reports of IRDA 
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Figure No. 11 
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It can be observed that in addition to low insurance penetration and 
insurance density in India, both insurance penetration and insurance 
density in non-life sector in India is low as compare to that of the life 
insurance. Table 4.14 shows that Insurance Penetration in the non-life 
sector has been very low and volatile. It shows that general insurance 
penetration was just 0.55 per cent in 1995-96, which increased to 0.56 in 
the following year and further to 0.71 per cent in 97-98 but again came 
down in 98-99 to 0.54 per cent. It was 0.55 per cent in 1999-2000. As the 
above table depicts the general insurance density was $2.00 in 2000-01 
which slightly increased to $2.04 in the following year and to $2.30 in 
1997-98. It again increased to $2.40 in 2003-04 but came down to $2.30 in 
2004-05. It may be concluded that insurance density (General Insurance) 
}!((:. IHESI 
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shows an increasing trend except in the year 2004-05, in which it came 
down. 
Post Privatization 
Table No. 4.16 
General Insurance Penetration and General Insurance Density in 
India (Post-Privatization) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Insurance penetration 
0.56 
0.67 
0.62 
0.63 
0.63 
Insurance Density 
(US$) 
2.40 
3.00 
3.50 
3.29 
3.76 
Source: Compiled from various Issues of Journals and Reports of IRDA 
Figure No. 4.12 
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Insurance penetration in the general insurance sector in post-
privatization period shows a mixed trend. It was 0.56 per cent in 2000-
01, which want to 0.67 per cent in 2001-02 but again came down to 0.62 
per cent in the following year. In 2003-04, it increased only to 0.63 and 
remained unchanged in the last year 2004-05. Insurance density in non-
life sector almost remained unchanged in the post-privatization period 
fluchiating from $3 to $4. It was increased to $3.00 in 2001-02 from $2.40 
in the previous year in the following year it was further increased to 
$3.50. But it came down to $3.29 in 2003-04. However, it was again 
increased to $3.76 in 2004-05. Therefore, it may be said that both 
General Insurance Penetration and General Insuremce Density in 
selected post-privatization period is not adequate. 
Pre and Post Privatization Comparison of Non Life Insurance 
Table No. 4.17 
Comparison of Non-Life Insurance before and after privatization 
Parameter 
Gross 
premium 
Collection 
Net premium 
Collection 
Insurance 
penetration 
Insurance 
Density 
Pre-
privatization 
12.05 
14.22 
.58 
2.20 
Post-
privatization 
15.80 
10.65 
.62 
3.19 
t-statistics 
8.158 
27.570 
1.093 
5.561 
Significance 
.001 
.000 
.336 
.005 
(Output of analysis produced is given in appendix IV) 
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The above table number 4.16 shows the result of the comparison of non-
life insurance sector of India before and after privatization. Three out of 
four results obtained show that there is improvement in the sector. 
There is significant growth after the privatization in the gross direct 
premium collection (t= 8.158, df= 4, p= .001). There was significant 
difference also between the growth of net premium collection (t= 27.570, 
df= 4, p=.000) in pre- and post-privatization period. There was 
insignificant difference (t= 1.093, df= 4, p= .336) in insurance 
penetration in pre- and post-privatization period. However, significant 
difference was found in insurance density in pre- and post privatization 
period (t=5.561, df= 4, p=.005). The study finds that there was 
significant increase in the gross direct premium collection, net premium 
collection and insurance density, but insignificant growth is found in 
pre-and post-privatization period in general insurance penetration. The 
findings suggest that, general insurance sector is recording some 
improvements after the privatization. 
4.2.2. Privatization of Insurance Sector and Saving 
In an economy, saving is an important determinant of development. 
The rate of saving and rate of growtiti is closely related and the later 
depends upon the former. For a given rate of growth, a particular rate 
of saving is required. The growth rate of 8% is possible only with a 
saving rate of 30 per cent.6o 
There are three type of savings, in a economy; house holding saving, 
private corporate sector saving and public sector saving. Out of these 
three, the household saving is the highest contributor towards ttie Gross 
Domestic Saving (GDS). According to National Accounts Statistics 
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(NAS), EPW Research Foundation and Economic Survey in 1994-95 the 
proportion contributed by the household sector towards the gross 
domestic saving was 79 per cent, which came down to 74 per cent in 
1995-96 but again it recovered to 78 per cent in 1996-97. The household 
saving is further divided into two; saving in financial assets and saving 
in physical assets. The insurance fund comes under the saving in 
financial assets. It is also evident that insurance contributes a sigruficant 
part of household saving in financial assets. 
With the privatization of insurance sector, it is expected that there will 
be growth and development in the insurance sector and thus its 
contribution towards the saving in Life Insurance will also increase. 
Now when the privatized insurance sector have already completed five 
years, the natural question arises that what happened to the growth of 
the proportion of saving in life insurance in total saving of household in 
financial assets. 
To know the impact of privatization on the proportion of saving in life 
insurance in total saving of household sector in financial assets the 
study makes a comparative study of pre- and post-privatization period. 
The study subject the mean of annual contribution of life insurance as 
percentage of total household saving in financial assets in pre- and post-
privatization period to t-test. The period covered is the 1995-96 to 2004-
05. This period of ten years is divided into two segments of five years 
1994-95 to 1999-2000 and 2001-05. The former half is taken as pre 
privatization period and the latter half is taken as post privatization 
period. 
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Proportion of Saving in Life Insurance in the Total Saving of 
Household Sector in Financial Assets (Gross) in India 
Pre-privatization period 
Table 4.18 
Proportion of Life Insurance Fund in Financial Saving of Household Sector 
(Gross) in India (Pre-Privatization) 
Year 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
Life Insurance Fund 
10.40 
9.5 
10.60 
10.60 
11.20 
Source : Compiled from various Issues of Journals and Reports of IRDA 
Figure No. 13 
Proportion of Life Insurance in (Gross) Financial Saving of 
Household Sector (Pre-privatization) 
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The given table number 4.18 shows life insurance fund as percentage of 
total financial saving of household sector in pre-privatization period. In 
1995-96, it was 10.4 per cent, which came down to 9.5 per cent in 1996-
97. However, in 1997-98, it remained imchanged but in the year 1999-
2000, it substantially increased to 11.2 per cent It can be observed that 
regardless of some fluctuation there is an increase in the insurance fund 
and in this selected five years period of pre-privatization it increased 
from 10.40 to 11.20. 
Post-privatization period 
Table 4.19 
Proportion of Saving in Life Insurance in Total Saving of Household Sector 
(Gross) in Financial Sector in India (Post-Privatization) 
Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Proportion of Life Insurance Fund 
12.90 
13.50 
15.50 
12.80 
12.40 
Source: Compiled from various Issues of Journals and Reports of IRDA 
The table number 4.19 depicts that the life insurance fund as percentage 
of total financial saving of household sector in post-privatization period 
of 2000-01 was 12.9 per cent, which increased to 13.5 per cent in 2001-02. 
In 2002-03, it touched the record high of 15.5 per cent but again came 
down to 12.8 per cent in 2003-04 and further to 12.4 per cent in 2004-05. 
In spite of the fact that the life insurance fimd decreased in the last two 
178 
Privatization of Insurance Sector: Issues and Challenges 
Figure No. 14 
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years, all together it remained high in the post-privatization period as 
compared to pre-privatization period. Throughout the period, it is 
above 12 per cent and never fell below this mark, (detail of saving given 
in Appendix.) 
Pre and Post privatization comparison of Life Insurance Saving 
Table 4.20 
Comparison of Life Insurance Saving (as percentage of total financial 
saving) of Household Sector Before and After Privatization. 
Parameter 
Saving 
Pre-
privatization 
10.46 
Post-
privatization 
13.42 
t-statistics 
4A80 
Significance 
.011 
(Output of analysis produced is given in appendix IV) 
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The table number 4.20 shows the result of the comparison life insurance 
saving as percentage of total household saving in financial instnunents 
before and after privatization. In the single result obtained, the study 
finds that there is increase in the percentage of life insurance saving and 
therefore it may be concluded that there was improvement in the saving 
of the life insurance sector of India. There was significant difference 
between (t=4.480, df=4, p= .011,) life insurance saving as percentage of 
total household saving in financial assets in pre- and post-privatization 
period. 
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Chapter-5 
ConctudUm 
5.1 Findings 
5.2 Suggestions 
5.3 Direction for Future Research 
Conclusion 
5.1. Findings 
In the different chapters of our study, we introduce insurance, traces its 
origin and highlights its role in the economy. After giving a brief 
account of privatization in general and privatization of Indian insurance 
sector in particular, it enlists and discusses all major issues and 
challenges of insurance reform in India. We also try to know the impact 
of (insurance sector) privatization on the growth of the insurance sector 
and saving pattern of household sector. The major findings of the 
previous chapter may be summarized as under: 
> Though, there are some evidences of the existence of something 
akin to insurance in ancient period in the books like Manav 
Dharmashastra, the modem insurance which exists today has its 
history of not more than 1000 years. In the ancient period, it was 
not practiced as business. 
> Marine insurance was started in the 14* century which was 
followed by the life insurance in 16* century and fire insurance in 
17* century. 
> Establishment of the Chamber of Assurance and formation of 
Lloyd's Association are two most important events in the history 
of marine insurance. A marine insurer of London issued the first 
policy of life insurance. This policy became a disputed death 
Conclusion 
claim. The Fire Insurance is the outcome of the Great fire of 
London. 
> In India, both life and non-life insurance was started in 19* 
century by the foreigners but life insurance was started before the 
non-life insurance. The first insurance company 'Oriental 
Assurance Company' was started in Calcutta followed by 
Bombay Life Insurance Company in 1823 and Madras Equitable 
in 1829. The Triton Insurance Company Ltd was the first general 
insurance company started in Calcutta in 1850. 
> In early 19* century, all the insurance comparues were registered 
in the UK and were regulated by the law prevailing in the UK. 
These were insuring only the lives of Europeans and their 
descendents. Later, these companies started writing policies 
against Indian lives but only for a higher premium. 
> The lack of regulation of insurance business and development of 
trade and commerce in the country were the two main reasons of 
the high growth of nimiber of companies in the late 19* century. 
In the absence of regulation, these companies were free to use 
insuremce fund in their other businesses. 
> Regulation of insurance business in India was started in 1912 
with the Indian Insurance Act 1912, but it was concerned only 
with the life insurance. Insurance Act 1938, was the first 
comprehensive Act covering both life and non-life insurance. 
> The life insurance sector of India was nationalized during 1956 
followed by the nationalization of general insiu-ance sector in 
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1973. The process of nationalization of life insurance resulted into 
the establishment of LIC and the process of nationalization of 
general insurance resulted into the formation of GIC. 
> Among others, frauds in the insurance sector and misuse of 
insurance funds were the prime reasons of the nationalization of 
Indian insurance sector. Lack of development of the insurance 
sector was not a reason of nationalization. 
> After the nationalization of tiie life insurance sector LIC 
performed very well in business expansion. The sum assured per 
annum of new business increased from Rs. 53833 lakh in 1975-76 
to Rs. 7560626 lakh in 1998-1999. During the same period 
annuities (new business) increased from Rs. 176 lack to Rs. 24639 
lakh, sum assured and bonus (total business enforced) increased 
from Rs. 1686911 lakh to Rs. 45920104 lakh and annuity per 
annum (total business enforced) from Rs. 915 lakh to Rs. 159104 
lakh. 
> In 1975, 5.72 lakh policies had been issued in rural sector which 
account for 31.85 per cent of the total policies issued by the LIC. 
Likewise, rural sum assured by the corporation was Rs. 464.27 
crore which accounted for 26.37 per cent of tiie total sum assured. 
In 1999, total number of policies issued to rural sector was 81.23 
lakh, which accounted for 55 per cent of the total policies issued. 
Sum assured in rural areas increased to Rs. 35372.94 crore, which 
accounted for 47 per cent of the total sum assured. 
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> There were 12385 people employed in LIC and 83742 people in 
GIC in 1999. There were 683190 active agents working for LIC 
with average productivity of Rs. 13,28,292 in 2000. 
> At the time of insurance reform in India, insurance penetration 
(premium as percentage of GDP) was 2.32 (life 1.77 and general 
.55) where as life insurance density (premiimi per capita) was US 
$9.9 (life US $7.60 and general US $ 2.30). Expenditure on 
insurance in India was US $8.5 per capital. India's share of 
premium in world premium was only 0.36 per cent and only 22 
per cent of the insurable population was insured. 
> In 2000, Lie was facing 126876 maturity claims amounting to Rs. 
15210.41 crore and 33494 death claims amounting to Rs. 23771.29 
crore. Out of these 6041 maturity claims amounting Rs. 780.29 
crore and 2314 death claims amounting 2166.41 crore were 
outstanding for more than two yeas. In the same year, number of 
unsettled claims of the four subsidiaries of GIC was 1009542 and 
the average rate of claim settlement (Claims Settlement Rate =(%) 
[No. of Clahns Settled x 100/(No. of Qaims Outstanding + No. of 
Claims Intimated)] was 69.8 per cent. 
> In 2000-01, the total loans advanced by the UC to various 
development activities were Rs. 3488.47 crore. These loans were 
given to electricity, water supply, sewerage, and transportation. 
> Net profit to earned premium of LIC increased from 4.76 per cent 
to 12.67 per cent between 1974-75 and 1996-97. Net profit to total 
assets of LIC increased from Rs. 8.33 crore to Rs. 39.67 crore 
during the same period. Profit before tax of GIC increased from 
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Rs. 29 crore to Rs. 1467 crore between 1975 and 1999. During the 
period the profit after tax of GIC increased from Rs. 29 crore to 
Rs. 1077 crore. 
> Privatization of insurance in fridia has been a part of ongoing 
financial sector reform. With the privatization, Indian insurance 
sector has completed a full circle from an open sector to a 
nationalized sector and again from a nationalized sector to a 
privatized sector. 
> Peter Ducker, the father of modem management used the term 
privatization in his book 'The Age of Discontinuity in 1967". 
Generally, the term is used in die context of enterprise and 
change in ownership but for the policy makers this is a process of 
rebalancing the relative role of the state and the market. 
9 
> Privatization may take the form of relaxation in the reservation of 
a particular sector for state or sale of assets or denationalization 
or management employee buyout or use of equal access voucher 
or leasing or transfer of management or franchising or 
liquidation. 
> Efficiency, non-political and speedy decision making, wide 
distribution of ownership, private investment in the economy, 
reduction of the financial and governance burden of the state has 
been some of the important objectives of the privatization. 
> Privatization may be justified because profit orientation, proper 
division of work, flat organizational structure, market orientation 
of the private enterprises results into greater efficiency. Further, it 
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encourages entrepreneurship, accelerates the pace of economy, 
attracts more funds and eliminates monopolies. Privatization of 
loss making PSEs reduces fiscal burden and provides funds to the 
Government. 
> Privatization may be opposed on the ground that it may result 
into cutting of some essential services, concentration of wealth 
and downsizing. It may harm social objectives. Profit making 
PSEs generate revenue for the state. Most importantly the belief 
that privatization will result into greater efficiency is not 
established undisputedly. Sometime sale of PSE to a private 
company may result into substitution of government monopoly 
by private monopoly. 
> India started the programme of privatization in July 1991. 
Initially only 10-40 per cent of the shares of some PSEs were sold 
and that only to Public Sector Financial Institutions (PSFI). 
Allowing private firms in the sectors, which were earlier reserved 
for the PSEs, has been the most frequent form of privatization in 
India. Definition of strategic enterprises has been revised and 
decision to bring down the share of govenunent in the PSEs 
except strategic enterprises below 26% has been made. 
> The process to initiate insurance sector reform was started in 1993 
with the formation of the Malhotra Committee. The Committee 
submitted its report to the Government of India in January 1994. 
> Indian insurance sector was privatized with the passage of IRDA 
Act 1999. The insurance sector was opened for registration in 
August 2000 for the private players. 
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> Privatization of Indian insurance sector resulted into the 
participation of private firms, permission of 26 per cent of FDI, 
establishment of IRDA and changes in the functioning of TAC. 
However, there was no any policy decision to disinvest the 
existing public sector insurance companies. 
> Major changes in other financial segment, lack of insurance 
awareness, lack of development of the insurance sector, 
inefficiencies in the sector, international pressure, limited use of 
information technology and positive international experiences of 
insurance reform were some of the important reasons which 
promoted privatization of the insurance sector. 
> After privatization, both life and non-life insiurers have to cover a 
certain per cent of their total business in rural and social sector 
separately but the objective of rural and social coverage is not 
very clear. Further, the social sector has been defined very 
broadly. The insurance companies have to invest a certain 
percentage of their fund in government securities, other approve 
securities etc. Investment of pension and general annuity fxmd is 
also regulated and concept of priority sector has been introduced. 
> The share of private companies is increasing. The aggregate 
market share of private life insurance companies was 22 per cent 
(policy wise) and aggregate market share of private general 
insurance companies was 20 per cent on 31 March 2005 but there 
is no reduction in the business of public sector insurance 
companies. The policy wise market share of private life insurers 
was only 8.5 per cent in this regard, therefore, it also may be 
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concluded that private companies are writing big policies but 
covering fewer people. 
> Both life and general insurance companies are doing well 
concerning the rural and social sector coverage. In 2004-05, all the 
life and non-life insurance companies achieved tiieir given target 
of rural coverage. 
> A large number of people are treating insurance as a saving 
instrument, therefore, life insurance has to face completion from 
other instruments of saving in terms of liquidity, profitability and 
safety. 
> Insurance companies have to cut their cost to claim an 
appropriate market share as cost may be an useful tool of 
differentiation in the privatized market. Therefore, these 
companies have to implement some cost control measures 
successfully for which they should go for automation, staff 
reduction and minimization of frauds. 
> The capital requirement of the insurance sector is very huge and 
that too for a long period of time. Life Insurance companies attain 
their break even only after seven or eight ye£irs. The non-life 
companies too does not attain break even before three four years, 
therefore, these is provision of minimum capital of Rs. 100 crore. 
> Regulation of investment of the insurance companies affect, the 
efficiency of these companies. 
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> With reform Indian insurance sector has integrated with the 
world insurance sector. Therefore the cause of success or failure 
of the insurance sector may originates from outside. 
> In India, insurarKe awareness among the policyholders in general 
and among tfie population at large in particular is very low. 
People are unaware about new products like ULIP, single 
premium plaiis, pension plan and health insurance. 
> Turn over of the agents has been high in life insurance business. 
This is mainly because of the low status of the agents in the 
society and difficult selling process of insurance. There is a need 
of competent sales people in insiurance. Further, they must be 
trained properly to take the challenge. 
> Confidence of insuring people in the insurance companies is very 
necessary because insurance in nothing but promise to pay. An 
insurance company can not operate unless people have deep faith 
in it. Further, at any point of time lack of confidence even in a 
single company can destabilize the insurance sector. 
> Insurance sector is facing shortage of qualified and experienced 
human resource. 
> Insurance sector is using new channels of distribution like post 
office, NGOs, travel agencies, sugar cooperatives, trade unions to 
sell more and more policies at lower distribution cost. 
> Expectations of the consumer have been increased after the 
insurance sector reform. They now expect price cuts, greater 
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value and tailor-made products. It is very difficult for the 
insurance companies to match their expectation. 
> Foreign companies manage their investment portfolio more 
efficiently and provide better return to their policyholders and 
shareholders than the Indian companies. 
> After privatization, number of new products in insurance market 
has been increasing. 295 new product in life insurance market 
and 595 in non-life insurance market have been introduced 
between 2000-01 and 2004-05. 
> De-tariffing was started in 1994. At present, some sort of tariff 
drives 70 per cent of the general insurance business in India. De-
tariffing in India will change the whole insurance landscape. 
> Regulatory authority in India may face some problem in 
regulation due to the lack of experience in regulating insurance 
business. 
> For the financial sector environment in general and economic 
environment in particular is changing continuously. Insurance 
companies, therefore, has to monitor these changes regularly and 
tune their business objectives and re-design their strategies. 
> With the introduction of barlcassurance banking and insurance 
services to some extent are integrating but these two 
organizations are different in many respect including work 
culture which is the most potential hindrance in the growth of 
bancassurance. 
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> Insurance reform has resulted into cutthroat competition, which 
may be harmful in long term. Cutthroat may results into high 
equity exposure, writing policies at unaffordable prices, 
bankruptcy and finally into instability in the insiu-ance sector. 
> Potential of growth of insurance sector seems exaggerated and 
over estimated. As ihe development of the insurance sector 
largely depends upon the development of the economy, growth 
target of insurance can not be achieved unless the economy is 
placed on the high growth trajectory. 
> Traditionally, it has been observed that privatization is followed 
by retrenchment but it has not been witnessed in the Indian 
public sector insurance companies even after five years of 
privatization. In coming years, these companies may decide to 
downsize themselves but new companies will create more 
employment opportunities and there may not be reduction in the 
number of people employed in the insurance sector. 
> Insurance companies will face difficulty in providing guaranteed 
return on the policies when the interest rate and return on other 
investment is falling. 
> Existing public sector insurance companies are organizationally 
very strong, LIC had 7 zonal offices and 100 divisional offices, 
2048 branch offices, on the other hand GIC had 91 regional 
offices, 1364 divisional offices and 2499 branch offices on 31^ * 
March 1999. In this situation other companies will find it difficult 
to compete with. 
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> India's expenditure on healtti is very high. It was 6 per cent of the 
GDP in 1990. Health insurance is in its infancy and yet no 
specialized company is operating in the market. Health care 
services in India are very insignificant and lacking infrastructureil 
support. 
> The testing of first hypothesis that there is significant association 
between privatization of insurance sector and growth of life 
insurance sector shows that tfiere is significant association 
between two. For the testing of hjrpotfiesis, the study subject the 
mean of four selected variables to t-test (at 95 per cent confidence 
level). The result of the test shows that there is significant increase 
in all the four selected variables, that is. Number of Policies (new) 
(t= 12.049, df= 4, p=.000), Total Premium Collection (t= 6.602, df= 
4, p= .003), Life Insurance Peneti-ation (t=5.869, df=4, p=.004) and 
Life Insurance Density (t=7.791, df= 4, p=.001) in post-
privatization period. The increase in these four variables proves 
that there is significant association between privatization of 
insurance sector and the growth of life insurance sector and 
privatization has tinfolded positive impact on the India's life 
insurance sector. 
> The test of second hypothesis that there is significant association 
between privatization of insurance sector and growth of general 
insurance sector shows that there is significant association 
between two. For the testing of hypothesis, the study subject the 
mean of four selected variables to t-test (at 95 per cent confidence 
level). The result obtained indicates that there is significant 
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growth in three out of four selected variables that is. Gross Direct 
Premium Collection (t= 8.158, df= 4, p= .001), Net Premium 
Collection (t= 27.570, df= 4, p=.000) and General Insurance 
Density (t=5,561, df= 4, p=.005) in the post-privatization period. 
Therefore, it may be inferred that there is significant association 
between privatization and the growth of general insurance sector. 
> The examination of third hypothesis that privatization of 
insurance sector will increase the proportion of saving in life 
insurance in the total savings of the household sector in fineincial 
assets confirms that there is significant increase in the same. For 
the testing of hypothesis, the study subject the mean of life 
insurance fund as percentage of total household saving in 
financial saving to t-test (at 95 per cent confidence level). The 
study finds that there is significant increase in post privatization 
period (t=4.480, df=4, p= .011,). 
> Therefore, it may be concluded that the privatization of insurance 
sector has played instrumental role in the growth of India's 
insurance sector. Inter eilia, establishment of IRDA as watchdog, 
the elimination of monopoly, entry of foreign players, allowing 26 
per cent FDI in insurance sector, increased awareness, aggressive 
marketing along with the availability of tailor made products are 
some of the major off shoot of privatization which in turn is 
responsible for the growtti of the selected variables taken in the 
present study. 
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5.2. Suggestions 
1. Market segmentation and positioning 
For effective product development and devising correct marketing 
strategies, segmentation of insurance market is quite essential. Clear 
segmentation will help proper positioning with suitable marketing mix. 
In this way, the industry can deliver more value and can win more and 
more market. 
2. Human Resource Development 
Dependence of service sector on human resource makes the need of 
training and development more pressing. However, the IRDA has 
started compulsory training of 90 hours but that is basically for sales 
people. There are very few educational institutes in the coimtry, which 
are offering insurance management courses. Existing management 
institutes must start offering courses for insurance management. 
3. New Product Development 
The insurers must follow the proper and defined path of product 
development. They must take a rigorous marketing research for a new 
product development. Every product innovation can get some potential 
buyer, if an aggressive sales is undertaken but to get a large share in the 
market, new product development must be followed by a rigorous 
marketing research. 
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4. Pricing 
Lie has not revised the prices of its product using latest morality tables. 
Prices are to some extent high in the Indian market and market expects 
revision of price, therefore, the insurers must revise the prices. 
5. Merger 
Public sector in general insurance will lose its market more quickly as 
expected. All four subsidiaries of GIC are competing not only with the 
new private companies but also competing interwoven. In long nm, it 
must be assures that public sector comparues are not competing with 
each other. Therefore, the Government must merge these companies 
together. Merger will also increase the strength of GIC. 
6. Research Division 
IRDA must establish a division for research of insurance related matters 
in the country. Only with proper data analysis, the industry can know 
what is going in the sector and what is happening to objectives of the 
privatization of the insurance sector and what action should be taken to 
cope with new development if any. What corrective measure should be 
taken if anything going wrong? 
7. Promotional Division 
India is the only country where single institution performs both the 
duty of regulation and development. As the IRDA has been established 
as watchdog it basically considers the regulation of insurance industry 
as its primary duty therefore a separate division under IRDA must be 
established for developmental activities. 
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8. Claim Settlement 
Qaim settlement mechanism should be speed up to ensure that number 
of claim settled during the year is more than the number of claim 
intimated during the year. This will reduce the number of pending 
claims. Insurance companies specially LlC and GIC may opt for fast 
track settlement of those claims which are pending for more than a year. 
9. Disinvestments of Public Sector Insurance Companies 
There is policy no decision to disinvest LlC and GIC (public sector 
Insurance companies) so far and these companies £ire also performing 
very well. Though other corrective measures to enhance their efficiency 
can be taken, tiiere is no specific need to disinvest these public sector 
companies. 
10. Investment Regulation 
Taking into consideration the competition of life insurance with other 
financial assets, investment of life insurance must be liberalized to some 
extent. The Government may allow life insurance companies to invest 
up to 20 per cent of their fund in equity market and other financial 
assets yielding high rate of return. 
11. Cost Control 
Various cost control measures to bring down the cost must be taken. 
Some important measures includes automation of manual work, use of 
information technology, downsizing of the public sector imdertaking 
and minimization of frauds like exaggeration of loss, taking policy after 
loss and presentation of false documents. 
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12. Level of FDI 
The level of FDI in Insiirance Sector must be increased from 26 per cent 
to 49 per cent. Though, the minimum capital requirement for insurance 
companies is only Rs. 100 crore the optimimi capital required is 700-900 
crore and that too for a long period of time. The increased level of FDI 
will ease the burden of Indian partner. However, there should be 
provision to bring down the proportion of share capital invested by the 
foreign partner to 26 per cent in phase manner but only after 10-12 years 
when they have earned justified return on their investment during the 
gestation period. This is necessary to facilitate public holding. 
13. Fund for Infrastructure Development 
The Government must allow insurance to invest in high yielding 
securities to give high rate of retimi to the policyholders and 
shareholder of the companies and look for alternative sources of fimd 
for infrastructure development. 
14. Insurance Awareness 
To create insurance awareness among the masses there is a need to 
launch special derives. Highlighting the social role of insurance, the 
IRDA may involve some important personalities as the UNICEF is 
doing for its fight against polio. Insurance as a means of socio-economic 
development can be introduced in the school curriculum. To create 
specific awareness among the policyholder the education and 
knowledge of agent is most important factor. The aware agents can 
explain about the different type of policies and their suitability. They 
can also tell how insurance is better than other saving instruments. 
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Further, the IRDA can organize some programmes at different places 
with local autiiorities to make people aware about all these. 
15. Retaining Agents 
The insurers must take some steps to bring down the high turnover of 
agent because losing an experienced agent affects the business 
adversely. To reduce the turnover the insurers may try a remuneration 
package of fix payment plus commission instead of only commission. 
This area require further research to device some methods to manage 
and retain the experienced agents. 
16. Insurance Frauds 
To combat insurance frauds first of all a detailed list of the frauds and 
their nature has to be prepared. An arrangement for proper 
investigation and punishment for fraud has to be made. There is a need 
for sharing information so that the person involved in frauds can be 
identified. The insurers should keep secret the name of whistle blower 
and give some reward to these people. 
17. Fund Management 
Except Lie, GIC, Reliance, Sahara, and SBI life all the Indian Insurers 
are operating in colobation with foreign partners. Out of these Indian 
companies Reliance group and SBI group have all ready working with 
foreign fund management firms. Therefore, to compete with other 
companies LIC and GIC (Public Sector Insurance Companies) must also 
consider such arrangement. 
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18. Health Insurance 
Public spending should focus only on primary health care and 
treatment of those with very limited ability to pay. Many public and 
private enterprises, which maintain their own health care facilities for 
their employees, should opt for insurance structure so that specialized 
and quality treatment can be provided. Both Employees state Insurance 
Scheme (ESIS) and Central Government Health Scheme (CGHS) should 
be reformed to improve the quality of service they provide. GIC should 
take care of its growing claim, make provisions to cover outpatient 
expenses as well and minimize the imcertainties about the amount and 
time required claim settlement. Health insurance arrangement should 
be extended to imorganized sector. Some incentives must be introduce 
to insure health cover especially to the vulnerable section like elderly, 
imemployed, permanently disabled etc. 
19. Bancassurance 
For the development of bancassurance the organization must focus 
equally the insurance business with the barJdng business. All the bemks 
carrying insurance business must appoint an independent officer in 
every district to monitor the insurance business. These officers should 
have specific knowledge of insurance field and they must also be 
trained in this field. The organization must introduce some incentive 
system to boost the insurance business. The top management should 
always remember that they are not only in banking business but in 
insurance business as well. 
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20. Over Capitalization 
Over capitalization in an insurance company is a sign of sickness and 
not of good health therefore the insurance company must take 
precautions in the estimation of the size of market they can capture and 
introduce the capital in that proportion and must avoid any over 
capitalization. 
21. Changing Environment 
Every organization monitors its environment. The Insurance companies 
also have to monitor its environment. In addition to this, the IRDA must 
monitor the environment of insurance business with the help of SWOT 
analysis and other methods and make the insurance companies aware 
about. 
22. Social Sector 
There is a need to define social sector more narrowly for life insurance. 
The Insurance Regulatory and Development Authority (Obligation of 
Insurers to Rural or Social Sectors). Regulations, 2002 defines social 
sector as 'social sector includes imorganized sector, informal sector, 
economically vulnerable and backward classes and other categories of 
persons, both in rural and urban areas' The IRDA may consider to 
exclude 'informal sector' from the inclusive definition of social sector 
because the informal sector includes relatively prosperous segment of 
the society. Further, in India very few people are employed in formal 
sector therefore the insurers will come forward to cover the people 
employed in informal sector for their own good. As long as informal 
sector is imder the definition of social sector optimum benefit will not 
204 
Conclusion 
go to unorganized sector, economically vulnerable or backward classes 
(persons living below the poverty line) etc. In 1999-2000, 61.1 per cent 
people were employed in farmers, fishermen and related activities 
(NSSO Report No. 458) which falls imder unorganized sector. 
23. Travelers Insurance 
Indian railway, ITDC and road transport departments/corporations of 
various states together with the insurance companies must come 
forward to provide insurance cover to the travelers in general and 
tourist in particular. This will lead to the expansion of market at one 
hand and reduce the burden of compensation in the case of any 
causality on the other. 
5.3 Direction for Future Research 
This work is related to the insurance sector reform in India. The study 
basically outlines the issues and challenges of the insurance reform in 
India and analyze the impact of privatization on the growth of 
insurance sector and growth of saving. This single study could not 
manage to undertake all the relevant issues of the subject matter. 
During the present study, we feel the need of further research in this 
area and ttierefore, propose some directions for future research. 
Following directions are suggested 
1. A study to analyze the financial and operational efficiency of 
Lie & GIC in post reform period can be undertaken to know 
the impact of privatization on the operational efficiency of the 
public sector insurance companies. 
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2. One more study to know the changes in marketing strategy 
vis-^-vis changes in constimer bdiavior can be considered. 
3. General insurance in India is much imderdeveloped as 
compare to life insurance sector of India and general insurance 
sector of other developing countries. Therefore there is an 
urgent need to identify the causes which keeps people 
especially small businessmen away from the general 
insurance. The study must also come up with some measures 
for the development of the general insurance. 
4. A study to review the various aspects of the working of IRDA 
is also necessary to known whether the IRDA is successful in 
achieving its objectives or not. 
5. At last, one study to know the relationship between GDP, per 
capita income and growth of insurance is also unavoidable. 
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Appendix II 
Macro-Economic Aggregates (At Current Prices) in India - Part I 
(1950-1951 to 2005-2006) 
(Rs. in Crore) 
Year 
Old series 
(Base: 1993-94) 
1950-51 
1951-52 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
l%7-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1 9 8 5 ^ 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1 1996-97 
Population® 
(million) 
359 
365 
372 
379 
386 
393 
401 
409 
418 
426 
434 
444 
454 
464 
474 
485 
495 
506 
518 
529 
541 
554 
567 
580 
593 
607 
620 
634 
648 
664 
679 
692 
708 
723 
739 
755 
771 
788 
805 
822 
839 
856 
872 
892 
910 
928 
946 
GDP at 
factor 
cost 
9547 
10080 
9941 
10824 
10168 
10332 
12334 
12610 
14106 
14816 
16220 
17116 
18302 
20916 
24436 
25586 
291Z3 
34225 
36092 
3%91 
42222 
44923 
49415 
60560 
71283 
75709 
81381 
92881 
99823 
108927 
130176 
152056 
169525 
198630 
222705 
249547 
278258 
315993 
378491 
438020 
510954 
589086 
673221 
781345 
917058 
1073271 
1243547 
Consumption 
of fixed 
capital 
364 
411 
442 
465 
511 
546 
611 
662 
772 
843 
944 
1058 
1164 
1313 
1477 
1671 
1975 
•rrr> 
2416 
2678 
2970 
3292 
3721 
4339 
5560 
6449 
6907 
7497 
8573 
10449 
12288 
14706 
17175 
19565 
22487 
26717 
30389 
33974 
39693 
46560 
53264 
64402 
74512 
83353 
97994 
117926 
136503 
NDP 
at factor 
cost 
9183 
9499 
10360 
9657 
9786 
11723 
11948 
13334 
13973 
15276 
16058 
17137 
19603 
22959 
23916 
27148 
32003 
33676 
37013 
39252 
41631 
45694 
56221 
65723 
69260 
74475 
85384 
91250 
98478 
117888 
137348 
152350 
179065 
200218 
222830 
247869 
282019 
338798 
391460 
457690 
524684 
598709 
697992 
819064 
955345 
1107044 
Indirect 
taxes less 
subsidies 
387 
486 
425 
458 
510 
541 
617 
739 
768 
859 
947 
1080 
1264 
1566 
1784 
2082 
2182 
2424 
2731 
3059 
3455 
4009 
4532 
5053 
6196 
7560 
8358 
8716 
10310 
11914 
13586 
16544 
18737 
20866 
22810 
28444 
32919 
38350 
43076 
48159 
57720 
64031 
75146 
77875 
95712 
114741 
124662 
GDP at 
market 
prices 
9934 
10566 
10366 
11282 
10678 
10873 
12951 
13349 
14874 
15675 
17167 
18196 
19566 
22482 
26220 
27668 
31305 
36649 
38823 
42750 
45677 
48932 
53947 
65613 
77479 
83269 
89739 
101597 
110133 
120641 
143762 
168600 
188262 
2194% 
245515 
277991 
311177 
354343 
421567 
486179 
568674 
653117 
748367 
859220 
1012770 
1188012 
1368209 
^4DPat 
market 
prices 
9570 
10155 
9924 
10618 
10167 
10327 
12340 
12687 
14102 
14832 
16223 
17138 
18401 
21169 
24743 
25998 
29330 
34427 
36407 
40072 
42707 
45640 
50226 
61274 
71919 
76820 
82833 
94100 
101560 
110392 
131474 
153892 
171087 
199931 
223028 
251274 
280788 
320369 
381874 
43%19 
515410 
588715 
673855 
775867 
914776 
1070086 
1231706 
Net factor 
income 
from 
abroad 
-41 
-35 
-25 
-19 
-29 
-10 
-17 
-20 
-35 
-57 
-72 
-98 
-108 
-112 
-145 
-164 
-230 
-258 
-255 
-271 
-284 
-291 
-302 
-325 
-291 
-255 
-233 
-233 
-156 
153 
345 
40 
-634 
-944 
-1424 
-1429 
-1805 
-2619 
-1496 
-5731 
-7545 
-10077 
-11645 
-12080 
-13083 
-13484 
-13082 
224 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 (P) 
2003-04 (QE) 
2004-05 (RE) 
N e w Series 
(Base: 1999-2000) 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 (P) 
2004-05 (QE) 
2 0 0 5 ^ (RE) 
964 
983 
1001 
1019 
1037 
1055 
1073 
1091 
1001 
1019 
1038 
1055 
1073 
1090 
1107 
1390148 
1598127 
1761838 
1902999 
2081474 
2254888 
2519785 
2830465 
1792292 
1930184 
2097446 
2255574 
25433% 
2843897 
3209397 
151997 
168066 
182359 
197895 
217679 
232952 
253637 
277131 
186649 
202732 
221161 
235602 
256570 
294758 
324087 
1238151 
1430061 
1579479 
1705104 
1 8 6 S ^ 
2021936 
2266148 
2553334 
1605643 
1727452 
1876285 
2019972 
2286826 
2549139 
2885310 
132399 
142B58 
174993 
186501 
190510 
208436 
240240 
275047 
166522 
177477 
183859 
194162 
216828 
277517 
322054 
1522547 
1740965 
1^6631 
2089500 
2271984 
2463324 
2760025 
3105512 
1958814 
2107661 
2281305 
2449736 
2760224 
3121414 
3531451 
1370550 
1572919 
1754472 
1891605 
2054305 
2230372 
2506388 
2828381 
1772165 
1904929 
2060144 
2214134 
2503654 
2826656 
3207364 
-13205 
-14968 
-15431 
-18109 
-15566 
-13166 
-14078 
-17707 
-15431 
-22733 
-20068 
-16690 
-18250 
-17916 
-26448 
Abbr. : P : Provisional. 
QE : Quicl< Estimates. 
RE : Revised Estimates. 
GDP : Gross Domestic Product. 
NDP : Net Domestic Product. 
Note : @ : Relates to mid-financial year. 
Source : Reserve Bank of India. 
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